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A Banker’s Diary 


THE outstanding monetary development of the month, 
the introduction of the Currency and Bank Notes Bill, 
with its provision for a revaluation of the 
The Currency Bank of England's gold, is fully dealt with 
Notes Bill elsewhere in a leading article in this issue. 
Though the announcement of the Bill gave 
rise to much discussion and speculation, it resolves itself 
on closer examination, and in the light of Sir John 
Simon’s explanations, into nothing more than an elabo- 
rate book-keeping change, whose ingenuity is a tribute to 
the technical skill of the authorities. The change which 
it entails in the basis of the Issue Department’s weekly 
return is of considerable technical and historical interest 
rather than of intrinsic importance. The Bill can, in 
fact, best be regarded as the final link in the chain of 
measures taken for the defence of sterling. Our gold 
reserves are almost certainly no higher now than at the 
beginning of the year, when the depletion of the 
Exchange Account’s gold holding was a major topic of 
discussion in the exchange market and one reason for 
the bearish views currently taken of the outlook for 
sterling. 

By the sweeping transfer of gold from the Bank, the 
Fund was at one stroke placed in a position to with- 
stand almost any pressure on sterling, while its task in 
doing so was considerably lightened by the regulations 
to prevent speculation against sterling. As a result of 
the transfer, however, the fiduciary issue was tem- 
porarily raised to the uncomfortably high level of 
£400 millions, while the apparent ratio of gold to note 
circulation was brought down to a figure which appeared 
definitely weak by Continental standards. That tran- 
saction is now completed by the gold revaluation, which 
restores the ratio of gold once more to a respectable level. 
Taken together, therefore, the gold transfer and the gold 
revaluation both mobilize our remaining gold resources 
for effective use and place a considerably better showing 
on them in the eyes of the world. If the psychological 
effect of the Bank Return is considered so important, it 
might reasonably be argued that the authorities would 
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have done even better to leave in the Bank the small 
additional amount of gold which would have enabled 
the fiduciary issue to be kept down to the figure of 
£260 millions laid down as normal in the 1928 Act. As 
it is, however, the measure has been well received both 
at home and abroad, so that even this minor criticism 
loses much of its force. 


Sir JOHN SIMON sprang two surprises in rapid succession 
this month by announcing, first that next year’s Defence 
expenditure, including A.R.P., will be no 


— less than £579 millions, and secondly that 
stimates : : is "17° ie — 
pone” as much as £350 millions will be charged 


to borrowing. The former figure was dis- 
tinctly above most informed estimates. In 
the series of articles devoted to Rearmament Finance in 
our December, 1938, issue, for example, £525 millions 
was indicated as the most probable approximate figure 
by one contributor, though another pointed out that 
“even £600 millions per annum cannot necessarily be 
regarded as excessively high.” In the current year 
£274 millions of Defence expenditure is being met out 
of revenue, and until the second announcement was 
made there were general fears that severe increases in 
taxation might be imposed with the object of at least 
maintaining this contribution (despite the natural con- 
traction in yield to be expected next year on the basis 
of existing taxation) and possibly of increasing it, so as 
to keep total borrowing below £300 millions. In actual 
fact, as we have seen, Sir John is reckoning on only 
£230 millions from revenue. This disposes of any fears 
of a really burdensome increase in taxation, though 
some additional taxation (not in all probability exceed- 
ing £25 millions) may still be necessary should there be 
any substantial increase in non-Defence expenditure. 

There can be no question that the bold decision to 
borrow the whole of the additional expenditure was the 
sound and statesmanlike one. With business confidence 
already shaken by the continued political insecurity and 
unemployment in the neighbourhood of two million any 
steep increase in taxation might well have brought afresh 
check to enterprise and production, sending industry 
downhill and thus destroying the basis of future revenue, 
EE 
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apart from the wastage of national resources involved. 
In such a situation a measure of credit expansion, so 
far from giving rise to fears of inflation, must be re- 
garded as actually beneficial. That credit expansion 
will be necessary to put across a borrowing programme 
on this scale is quite certain. Fortunately, last year’s 
losses of gold have left ample scope for an expansion of 
the Treasury bill issue. Indeed, only when this is re- 
stored to something like its former level is there any 
likelihood that the banks will be at all willing to increase 
their securities holdings once again. Even if something 
like two-thirds of the total borrowing is carried out in 
these ways, however, it seems unlikely that the public 
can be induced to take up the remainder in the form of 
long-term issues without some decline in gilt-edged 
values, particularly as the additions to the supply of 
securities will not cease at the end of a single year. At 
the same time, some assurance should be given that 
interest rates will not be allowed to rise too sharply, as 
any severe depreciation in the banking system’s exist- 
ing holdings of investments (which are already uncom- 
fortably large as compared with its capital and reserves) 
would obviously be inopportune. 

Although the policy of borrowing is heartily to be 
applauded at the present juncture, it 1s to be hoped that 
the authorities will keep a careful look-out for the first 
signs that we are approaching a state of effectively “ full 
employment,” a condition, needless to say, perfectly 
compatible with the continuance of “special” unem- 
ployment at a high level. Once this point is reached, a 
complete change of methods will be needed if an infla- 
tionary spiral is to be avoided. On this whole question, 
it may be pointed out that the article signed 
“Economist” in our December issue (and particularly 
pages 238-240) makes highly instructive reading in the 
light of the new situation. 


So far as the credit situation is concerned, by far the 
most important movement during the month has been 
the further contraction in the tender 

The Treasury Treasury bill issue discussed in these notes 
Bill Famine last month. At the four Treasury bill 

tenders from January 27 to February 17, 


—S2 oh tt FU Me lf) oe et AO UG tlC(C NCU} 


~~ Ss. 


>, SS SH OO oO eK 





A BANKER’S DIARY 293 








only £80 millions of bills were allotted in all, whereas in 
the same weeks £140 millions of bills matured and appli- 
cations for the bills on offer totalled £272.3 millions. 
Allotments to the market were naturally severely re- 
stricted. At the February 3 tender, the market received 
only 13 per cent. of its applications at a price of 
£99 17s. 5d., the highest figure which affords any signifi- 
cant profit at all on bill operations. Although the mar- 
ket further raised its bid to £99 17s. 6d., the allotment in 
the following week was only 25 per cent., and on 
February 17, when the average rate of allotment was 
only tos. 0.64d. (the lowest for close on a year) the syndi- 
cate secured only 15 per cent., or but £4,500,000 for the 
whole market. The amount on offer at the February 24 
tender was raised to £30,000,000, but even this falls 
£5,000,000 short of maturities, so that at the beginning of 
March the outstanding tender issue cannot be more than 
£346 millions, a record low point for a decade and a 
contraction of £176,000 millions on the year. 


THE deflationary effects of such a curtailment of the 
supply of bills were sufficiently stressed a month ago. 
This warning is underlined by the clearing 
Decline in bank averages for January, which, as 
Bank Deposits will be seen from the table below, show 
a further contraction in deposits by 

£23.9 millions :— 


CLEARING BANK AVERAGES 
Jan., Change Change 
1939 on month on year 











(£ millions) 








Deposits eee oe a << @ago°o -23°9 -99°4 
Cash .. nar ra és ‘2a 248 +3 + 4°9 =— 20 
Call Money .. rer 3 ss 143°0 16°5 -10°7 
Discounts .. eis a me 255°6 5°3 95°7 
Investments 8 oa ad 623°9 -II-2 -II°7 
Advances .. rv er " 967°7 +- I°4 + 2:2 
, % % % 

Cash to deposits .. 5 Sl II°1I4 +-0+34 +0+37 
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bay banks’ combined bill holding increased only ra 

5-3 millions, whereas their return to the market after 
i. turn of the year normally results in an increase of 
the order of £30 millions. A contraction in call money 
substantially more than offsets the increase in discounts, 
so that total money-market assets show a reduction of 
£11.6 millions. Although the combined cash ratio rose 
to 11.14 per cent., it is clear that this gives quite a false 
impression of liquidity, since the ratio to deposits of cash 
and money-market assets together was only 29 per cent. 
(against 31.6 per cent. a year ago), whereas the com- 
bined ratio of advances and investments amounted to 
71.5 per cent (against 68.5 per cent twelve months ear- 
lier), notwithstanding the reduction of £11.2 millions in 
investments. 

Whether this further contraction in the banks’ 
securities holdings was due to the shortage of bills is a 
moot point. Part of the decline in this item, it is known, 
was not due to any realization of investments but to the 
writing down necessitated by the decline in gilt-edged 
prices. A great deal of the remainder was due to the 
more than ready response to the official bidding for 
Conversion 43 per cents. The question is whether the 
banks would have been so eager to snatch at the first 
opportunity of unloading even the shortest of bonds on 
favourable terms but for the depletion of their bill port- 
folios. It is of some significance in this connection that 
the rise in the combined cash ratio was largely due to 
the altogether abnormal figure of 14.06 per cent. shown 
by the Midland Bank; that is to say, the bank whose bill 
holding has fallen most has shown by far the greatest 
reluctance to re- -expand deposits on the basis of the quite 
adequate cash provided. 


THANKS to the rapid redemption of Treasury bills, the 
seasonal influx of revenue has fortunately been pre- 
vented, as is shown in the following table, 


Movements 
“age from causing any immobilization of credit 
in Note : 5 ? : : 
: , on public deposits, which might have de- 
Circulation 


pleted eueunt deposits (judging by the 
Bank’s woniilens policy of stabilizing total deposits) in 
a period of not very generous credit policy. 
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Note Government Bankers’ Public Reserve 
Circulation Securities Deposits Deposits 








(£ millions) 


Jan. 25 463°8 $2°0 118-2 13°0 63°2 
eb. I 471°9 779 1083 12°3 55°2 
» OO 475°° 77°9 103°9 I5°4 52°3 

15 473°2 62°5 I1I0°5 I2°5 54°2 
22 472°7 78°9 I03°I 16°3 54°7 


In the fortnight from January 25 to February 8, Govern- 
ment securities were reduced by £4.4 millions, although 
the note circulation rose £11.2 millions, so that bankers’ 
deposits were sharply reduced. This sudden jump in 
the note circulation, which was distinctly higher than the 
normal seasonal movement, caused some discussion in 
the market and was generally attributed to a restoration 
of their till money holdings by the clearing banks. In 
the following week the Bank increased its securities, 
although the circulation contracted again by £1.8 mil- 
lions, bankers’ deposits returning, therefore, to the 
reasonably comfortable level of £110.5 millions, only to 
decline to £103.1 millions again a week later. 


THROUGHOUT the first three weeks of February, sterling 
was extremely steady and even firm. For this the more 
confident views entertained as to the 

Steadier Tone political situation were largely responsible 
of Sterling (there was a noticeable improvement after 
Herr Hitler’s Reichstag speech), though 

some of the credit must go to the technical measures for 
the support of sterling announced in January, which 
so far seem to be achieving their purpose admirably. 
From January 20 to February 20 the maximum range 
of the dollar-sterling rate was no more than $4.66} to 
$4.69. Considerable support vis-d-vis the dollar was 
derived from a steady stream of arbitrage shipments to 
New York. These involved little or no drain on the 
gold holdings of the Exchange Account, being provided 
mainly by Continental resales of gold against maturing 
forward purchases. The ban on speculative dealings in 
forward gold, indeed, is estimated to have reduced the 
open gold position from £40 millions to £15 millions. 
Apart from such technical considerations, the undertone 
of sterling is now considerably healthier than it was a 
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few months ago. The heavy commercial demand for 
dollars, which is inevitable during the American export 
season, has now passed its peak. And the import sur- 
plus on our overseas trade in January amounted only 
to £31.5 millions, against £30.2 millions in December 
but £38.9 millions in January, 1938. Two Continental 
currencies sustained brief periods of heavy pressure, the 
guilder in the days before the Reichstag speech and the 
belga on account of the Cabinet crisis over the election 
of a “ war traitor” to the Flemish Academy. 


THE year-end uncertainty as to the future of American 
silver policy had an aftermath in the third week in 
February in the development of a remark- 
Bear Squeeze able technical situation. Closing of the 
in Silver bear positions opened in December found 
the floating supplies of metal in the 
London market extremely small, and the covering pur- 
chases caused a rise in the cash price to 20fd. per ounce. 
On the other hand the forward price was depressed by 
the switching forward of other positions; hence the for- 
ward quotation fell to a discount of 43d., the highest 
margin, with only one exception, in the past fifteen 
years. The cash price was driven considerably above 
New York parity, so that after an interval the tightness 
on the spot position was relieved by arbitrage shipments 
of metal from the United States, an unusual reversal of 
the flow of metal to that country which has gone on 
almost without interruption for several years. The 
heavy accumulation of foreign silver brought about by 
the Silver Purchase Act of 1934 is at last causing overt 
opposition to the silver policy in the United States. 
Senator Townsend last month tabled a bill which would 
prohibit the issue of further silver certificates and at the 
same time empower the Secretary of the Treasury to sell 
silver “at such prices as he may deem fit,” whereas 
under the present Act purchases are only permissible if 
the price reaches $1.29 or silver stocks reach one-third 
of gold stocks. Although the silver stocks now amount 
to the huge total of 1,700 million ounces, the mystic 
three-to-one ratio with gold, thanks to the even heavier 
influx of the latter metal, is as far from being achieved as 
before the Silver Purchase Act came into operation. 
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It is pleasing to note that on the third reading of the so- 
called Sharepushing Bill the Government accepted 
amendments which go far to remedy the 
objectionable features criticized in our 
Sesame January issue. We then showed that the 
Bill provisions of the bill ran directly counter 
to the recommendation of the Bodkin 
Committee as to the “necessity of avoiding any undue 
interference with the smooth running of the delicate 
machinery of legitimate finance ” and of excluding from 
its scope “concerns such as banks, merchant bankers, dis- 
count houses, etc. ’’ carrying out transactions which have 
no connection whatever with the evil which it is sought 
to control. As amended, the Act will not now apply to 
transactions by members of recognized Stock Exchanges, 
the Bank of England, statutory corporations, industrial 
and provident societies or (which is of most importance 
for the banks) to approved trustees or managers of unit 
trusts. Dealings with such bodies are excluded from the 
scope of the bill, as are transactions with the holder of a 
principal’s licence, while dealings between principals are 
subject to special reservations. It would be going too 
far to claim that the bill is even now perfect, but it is 
satisfactory that the City’s last-minute representations 
have been on the whole successful. 


Amendments 
to 


As was suggested here last month, the Board of Trade’s 
estimate of the balance of payments for 1938 shows 
roughly the same position as in 1937, 

Balance though the final adverse balance is placed 
of Payments at £55 millions (instead of £50 millions), 
the 1937 figure having been revised up- 

wards from £52 millions to £56 millions. Some of the 
individual items which lead up to this result prove 
rather unexpected. The reduction in the net national 
shipping income from £130 millions to £100 millions 
agrees with private estimates. On the other hand, an 
astonishingly small decline is shown for income from 
Overseas investments. The balance with Eire having 
been included for the first time, the 1937 estimate is re- 
duced by £10 millions to £210 millions, but receipts for 
1938 are placed as high as £200 millions, whereas we had 
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been prepared for a decline of as much as £25 millions. 
It would certainly seem difficult to justify the con- 
tention that income from overseas, even on the Board 
of Trade’s basis, fell only 5 per cent. last year. As 
in the previous year, receipts from commissions, insur- 
ance, etc., are placed at £35 millions, but the 1937 figure 
has been raised by £5 millions. There is a sharp rise 
from £4 millions to £13 millions in the excess of 
Government payments overseas due to additional ex- 
penditure in Palestine and Egypt, and £4 millions of 
the Czech credit, though the £10 millions received from 
Eire on capital account has been omitted. No credit is 
taken under the heading “Miscellaneous Receipts” (which 
was placed at £10 millions last year), owing to falling 
sales of second-hand ships abroad. As was pointed out 
last month, movements of silver strongly influence the 
figures on the Board of Trade’s basis, making the posi- 
tion last year appear unduly favourable to the extent of 
£22 millions. It is true that the silver market at the pre- 
sent time is subject to special influences, but even in nor- 
mal times the bulk of the silver entering the country is 
merely sent for safe custody, and there is a strong case 
for leaving this item out of account in future calculations. 


The Gold Revaluation 


HE decision to revalue the Bank of England’s gold 
holding was variously hailed as a windfall for the 
Budget, a bull point for gold-mining shares, and 

a further step along the path towards managed currency. 
Each of these theories involved some assumption as to 
the Government’s intentions, for there was nothing in 
the text of the new Currency and Bank Notes Bill itself 
to suggest that the Treasury proposed to appropriate for 
its uses the book profit on the revaluation, that any 
modification was intended in the policy of the Exchange 
Account, or that our monetary system after the revalua- 
tion would differ in any fundamental respect from that 
which we have been working for the past six years. 
Indeed, there was nothing in the Bill itself to suggest 
that it was anything more than it purported to be, 
namely, an extremely ingenious piece of book-keeping 
whose only overt result would be to raise the apparent 
proportion of gold to note circulation in the Issue 
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Department’s Return. And all the explanations vouch- 
safed by the Chancellor in the debates on the Bill tend 
to confirm that for the moment it should be regarded as 
precisely that and nothing more. 

The main provisions of the Bill, whose full text is 
given as an appendix to this article, are as follows :— 
On the first Wednesday after the Act receives the Royal 
Assent (which may well be the last Wednesday before 
this issue of THE BANKER appears) the gold in the Issue 
Department, hitherto valued at approximately 85s. per 
fine ounce (the price corresponding to the old statutory 
figure of 77s. 103d. per standard ounce) is to be re- 
valued at the market price of the day. Simultaneously, 
the fiduciary issue is to be reduced to £300 millions from 
the level of £400 millions to which it was raised on the 
huge transfer of gold to the Exchange Account in 
January. The other assets of the Department are also 
to be valued at current prices. Thereafter, gold and 
securities are to be revalued weekly at market prices; and 
“if, as the result of any such valuations, the value of the 
assets then held in the Department differs from the total 
amount of Bank of England notes then outstanding, 
there shall be paid to the Department from the Exchange 
Equalization Account .... or to the Account from the 
Department such sum as will counteract that difference 

... Any payment required by this subsection may be 
effected in cash or, by agreement between the Treasury 
and the Bank of England, by a transfer of gold or 
securities (whichever is appropriate) or partly in cash 
and partly by such a transfer.”” The Department may 
buy gold from, or sell it to, the Account at the price em- 
ployed for the last weekly valuation. After the com- 
mencement of the Act the Treasury shall pay into the 
Exchange Account all sums it receives in respect of the 
profits of the Department, which have hitherto been 
taken into the national accounts as “ miscellaneous 
receipts.” 

Let us consider first the mechanics of the initial re- 
valuation. Recent Bank Returns have shown a total 
note circulation of £526,414,257, against which the 
Department held on the one hand gold (valued at 
85s. an ounce) to the sum of £126,414,257, and on the 
other hand Government debt, Government and other 
securities, and silver coins, for a total of £400,000,000, 
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being the amount of the fiduciary issue. A revaluation 
of the gold at a price close to the current level of 148s. 6d. 
would raise its value to about £221.5 millions, giving a 
beok profit on the operations of about £95 millions. It 
is clear that the tangible assets corresponding to this 
book profit consist of £95 millions of securities formerly 
held as part of the fiduciary issue and released by the 
writing-up of the gold; and these, as representing a 
profit in the Issue Department, must under the new Act 
be transferred by the Treasury to the Exchange Account. 
The suggestion that the profit on the revaluation might 
be brought into the national accounts implied that 
powers might be taken in the Finance Act or elsewhere 
to get those securities out of the Account again. If the 
profit were brought into the Budget, these £95 millions 
of securities (presumably Treasury Bills) would be can- 
celled, reducing the total of nominal floating debt. This 
could then be raised again by the issue of bills to the 
market to finance whatever object the Treasury desired, 
without causing any net increase in balance in the 
nominal total of floating debt. It will be seen that the 
actual utilization of the profit would involve an increase 
in the floating debt held by the market, which in practice 
means that the additional resources would be provided 
by an expansion of bank credit. This could equally 
well be brought about without revaluing the Bank’s gold, 
so that the Bill did not place the Treasury in a position 
to do anything it could not otherwise have done. To 
set off the creation of floating debt against the apprecia- 
tion on a real national asset (the Bank of England’s 
gold) would merely provide a respectable pretext for the 
operation; and as a matter of book-keeping, the re- 
valuation of the gold would cover up, in the national 
accounts, all traces of the increase in total floating debt. 

Whether it would be legitimate to take credit for the 
book profit in this way is a matter of controversy, and 
the description in these somewhat unflattering terms of 
the process involved is in no way intended to suggest 
that the transaction would necessarily be in any way 
shady or unsound. The financial purist might argue 
that no use can legitimately be made of a mere book 
profit, as opposed to a realized profit; and the profit 
could be “ realized” in the true sense only by a sale of 
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gold to the public, which would set in train a tenfold 
credit expansion. To this it may be retorted that the 
appreciation in the gold is real enough, and that an 
expansion in floating debt would in many ways be 
equivalent to a realization of the profit without the 
disadvantage of the pyramiding effect resulting from an 
increase in the credit base. It should be noted, inci- 
dentally, that the gold remaining in the Department is 
roughly equivalent to that held before the Exchange 
Fund was established; gold which has been received as 
the counterpart of the influx of foreign funds in recent 
years will still be held in the Exchange Account, so that 
the Department’s holding is in no way to be regarded as 
tacitly earmarked against foreign balances, but can 
legitimately be considered an unencumbered national 
asset. For the moment, however, the discussion whether 
and in what way the profit should be used has been ren- 
dered somewhat academic by Sir John Simon’s flat 
statement that it would not be appropriate to use the 
profit as revenue. With this even those who favour 
making some use of it would agree, for it should 
obviously be accounted, if at all, for some capital pur- 
pose; and Sir John Simon’s statement has not com- 
pletely shut the door on this being done. He has said 
that the securities in the Account will constitute a 
“capital reserve,” the method of dealing with which will 
require careful consideration. At some time in the 
future this nest-egg may be raided, but after Sir John’s 
emphatic declarations in favour of orthodox accounting, 
it seems unlikely that this will be done in the near future, 
“even in these critical times.” 

For the moment, therefore, the £95 millions of 
securities will remain in the Exchange Account. Inci- 
dentally, therefore, the size of the Account will be 
considerably increased. In the event of a buying 
pressure on sterling it will have more securities to sell to 
the market; and if its existing sterling assets should be 
exhausted it can replenish them without loss by selling 
gold to the Bank at the market price. Hence the 
Account has now become a revolving fund able to 
finance an inflow of gold to any amount; its total 
borrowing powers are no longer limited, as before they 
theoretically were, by the total authorized by Parliament 
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on the one hand and the difference between the statutory 
and market prices of gold on the other hand.* 

So much for the book profit on the gold holding. 
Continuing the analysis of the initial revaluation, it re- 
quires next to be noted that the fiduciary issue will be 
reduced, not by £95 millions, but by £100 millions. 
What happens to the remaining £5 millions of securities? 
This depends on whether the authorities wish to change 
the amount of the total note issue. If the note issue is 
to be left unchanged (as is probably the case) these 
securities also would be transferred to the Exchange 
Account in exchange for the additional gold necessary 
to raise the Department’s holding, at the initial valua- 
tion price, to £226,414,257. Alternatively, the surplus 
securities could be handed to the Banking Department 
in exchange for notes, which would then be cancelled, 
reducing the total note issue to £521.4 millions. In the 
latter case, the Proportion in the Banking Department 
would be lowered by the reduction of £5 millions in the 
Reserve. But in neither case would there be any change 
whatever in the volume of available credit. A further 
complication is introduced into the initial revaluation 
by the fact, announced by Sir John Simon, that roughly 
£9 millions will be required to raise the market value 
of the Issue Department's securities to the book value 
of £300 millions. No doubt the depreciation in question 
is mainly that incurred on the large amount of the 
original Defence Loan taken up by the public depart- 
ments. This capital loss on securities has to be offset 
against the appreciation on gold, reducing the net profit 
on the whole transaction to roughly £86 millions. 

The first Bank Return after the Act comes into force 
is likely, then, to show an unchanged circulation of 
£520.4 millions (though it may be reduced by anything 
up to £5 millions), backed as to £226.4 millions by goid, 
giving a ratio of gold to a circulation of, say, 
£475 millions, of over 47 per cent. instead of only 
26.5 per cent. What is the effect of the weekly revalua- 
tions? Let us suppose that by the following Wednes- 
day a fall in Stock Exchange prices has caused a depre- 
ciation of £5 millions in the securities held against the 
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* See the formula given in THE BANKER for October, 1938, 
footnote to page 18. 
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fiduciary issue, and that a fall in the market price of 
gold has reduced the value of the gold holding also by 
£5 millions. If £5 millions of securities were trans- 
ferred from the Exchange Account to restore the value 
of securities, and £5 millions of gold to restore the value 
of gold, the Bank Return would show no apparent 
change at all. But under the Act the authorities have 
power to transfer gold, securities or cash at their dis- 
cretion. If the depreciation on gold were met by a 
transfer of securities, this would raise the fiduciary issue 
above the limit of £300 millions sanctioned by the Act. 
Any such increase would require authorization by 
Treasury Minute, just as it has done hitherto, with Par- 
liamentary sanction for any increase beyond a maxi- 
mum period of two years. There seems every reason 
to suppose that the Treasury will use its powers to 
authorize such an increase in exactly the same ways and 
for the same purposes as hitherto; for example, to meet 
seasonal pressures over the year-end. In the ordinary 
way, one would suppose, variations in the values of 
securities will be met by transfers of securities, and 
variations in the value of gold by transfers of gold. In 
this case, the Bank Return will not normally reveal any 
week to week fluctuations either in the size of the note 
circulation or in the gold and securities by which it is 
backed. For the past six years the “ real” gold backing 
of the note issue has fluctuated with changes in its mar- 
ket price, but there has never been any suggestion that 
the volume of the note circulation should vary with it; 
henceforth, a similar constancy in the note circulation 
will be secured, despite fluctuations in the value of the 
assets held as backing, by physical transfers from one 
pocket to another. To read into this anything more than 
a change in book-keeping technique seems somewhat 
strained, and the suggestion that it involves any funda- 
mental change in the monetary system has been ex- 
pressly repudiated by the Chancellor. Credit can be 
expanded or contracted in exactly the same ways 
as before: the amount of the fiduciary issue can be 
varied, or the Issue Department can buy gold from, or 
sell it to, the Exchange Account. 

Nor is there any greater foundation for the idea that 
the authorities, by revaluing the gold, have in any way 
lent their endorsement to the existing level of prices. 
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The provision for weekly revaluation itself shows that 
no absolute stability will be sought. In case it should 
be thought that the authorities might be tempted to resist 
large fluctuations in order to minimize the amount of 
transfers between the Bank and the Account it may be 
pointed out (rz) that a movement of ros. in the price of 

old would involve a transfer of only £16,000,000, and 
) transfers from the Account to the Bank would be 
required only if sterling were appreciating and the 
Account, therefore, almost certainly gaining gold. Hence 
the Exchange Account is as free to follow any exchange 
policy it desires as it has always been. It is, perhaps, 
natural that the gold share market made the revaluation 
the pretext for a general advance in prices, for ever 
since 1931 the price of gold in South Africa has been 
expressed as a “ premium” over the old statutory price, 
a method which conveyed a suggestion of impermanence 
to the subsequent appreciation. For all that, any actual 
suggestion that the price might return to 85s. would un- 
doubtedly have been greeted with ridicule. The rise in 
share prices was justified by a change of attitude towards 
the price of gold; but it was a change of attitude on the 
part of the market and not of the authorities. 

On examination, in other words, the whole revalua- 
tion resolves itself simply into an elaborate book- 
keeping transaction. At one stroke it window-dresses 
the Bank Return, creates a “ capital reserve ” which may 
not remain for ever ignored, and establishes an in- 
genious system by which the Issue Department is made 
a self-balancing account and all profits and losses are 
centralized in the Exchange Account. The Bill itself 
introduces no fundamental change in the monetary 
system and implies no change either in credit policy or 
exchange policy. At the same time, the discussion of 
the Bill has elicited two interesting statements on ques- 
tions of policy. First, it is significant that from the list 
of legislation repealed by the new Bill the power taken 
under Clause II (2) of the 1928 Act to requisition at 85s. 
per ounce gold in excess of £10,000 owned by persons 
in the United Kingdom was deliberately omitted. The 
authorities have reaffirmed that they regard hoarding 
by British subjects as an anti-social act. At the same 
time, foreign owners of gold held in this country should 
have been reassured that the provision is not intended 
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to apply to them; and the Chancellor has promised (in 
reply to a proposal that the 1928 Act should be amended 
to exclude companies registered outside the United 
Kingdom but having a branch or agency here) to see 
what could be done if he felt there was any real mis- 
understanding as to the intention of the Act. Secondly, 
the Chancellor has implied, in an incidental remark, 
that the authorities have no intention of treating our 
gold as.a “ war-chest,” but would still be prepared to 
support sterling by releasing gold if there should be fur- 
ther withdrawals of foreign short-term funds. It might 
not be far out to say that that statement is of more 
practical significance than the Currency and Bank Notes 
Bill in its entirety. 


CURRENCY AND BANK NOTES BILL 

A Bill intituled an Act to amend the law with respect to the 
Issue Department of the Bank of England, the Exchange Equalisa- 
tion Account and the, issue and place of payment of Bank of 
England notes. 

3e it enacted by the King’s most Excellent Majesty, by and with 
the advice and consent of the Lords Spiritual and Temporal, and 
Commons, in this present Parliament assembled, and by the authority 
of the same, as follows : — 

1. The fiduciary note issue shall, unless and until, after the 
commencement of this Act, it is reduced under subsection (2) of section 
two of the Currency and Bank Notes Act, 1928, or increased under 
subsection (1) of section eight of that Act, be three hundred million 
pounds and accordingly— 

(a) in subsection (1) of the said section two and subsection 
(1) of the said section eight, for the words ‘‘ two hundred and 
sixty million pounds ”’ there shall be substituted the words 
“three hundred million pounds ’’ ; and 

(b) any Treasury Minute in force at the commencement of 
this Act under the said section eight shall cease to have effect. 

2.—(1) The assets held in the Issue Department of the Bank of 
England (in this Act referred to as ‘‘ the Department ’’) shall be 
valued on the day on which this Act comes into operation and 
thereafter once in each week. 

(2) For the purposes of every such valuation, the assets shall be 
valued at such prices as may be certified by the Bank of England 
to be the current prices of those assets respectively on the day of the 
valuation, ascertained in such manner as may be agreed between the 
Treasury and the Bank: 

_ Provided that adjustments may, if the Treasury so direct, be made 
in respect of interest affecting the current price of any securities and, 
in the case of securities standing at a premium, in respect of that 
premium. 

(3) If, as the result of any such valuation, the value of the assets 
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then held in the Department differs from the total amount of the 
Bank of England notes then outstanding, there shall be paid to the 
Department from the Exchange Equalisation Account (in this Act 
referred to as “‘ the Account ’’) or to the Account from the Depart- 
ment such sum as will counteract that difference, and separate 
payments may be made in respect of differences arising from changes 
in the value of gold and differences arising from changes in the value 
of other assets. 

Any payment required by this subsection may be effected in 
cash or, by agreement between the Treasury and the Bank of 
England, by a transfer of gold or securities (whichever is appropriate), 
or partly in cash and partly by such a transfer. 

3.—(1) Gold held in the Department may be sold to the Account 
-_ gold may be bought for the Department from the Account, in 

ach case at the price at which gold was valued for the purposes of 
the last valuation under the last preceding section. 

(2) The Treasury shall pay into the Account all sums received 
by them after the commencement of this Act in respect of the profits 
of the Department under section six of the Currency and Bank Notes 
Act, 1928. 

4.—(1) Notwithstanding anything in any enactment, bank notes 
for five pounds and upwards may be issued by the Bank of England 
otherwise than at their head office without being made payable at 
the place of issue, and all bank notes for five pounds and upwards 
issued by the Bank shall, wherever issued, be payable only at the 
head office of the Bank unless expressly made payable also at some 
other place. 

(2) Section four of the Bank Charter Act, 1844 (which requires 
the Department to issue notes in return for gold), shall cease to have 
effect. 

5.—(1) This Act may be cited as the Currency and Bank Notes 
Act, 1939. 

(2) This Act shall come into operation on the first Wednesday 
after the day on which the Royal Assent is given thereto. 

(3) The enactments set out in the Schedule to this Act are hereby 
repealed to the extent mentioned in the third column of that Schedule. 


SCHEDULE. 
ENACTMENTS REPEALED. 





Session and 


Cienien Short Title. Extent of Repeal. 
napter. 





7 Geo. 4. c. 46 | The Country Bankers | The final proviso to section fifteen. 








Act, 1826. 
3 & 4 Will. 4. | The Bank of England | Section four. 
c. 98. } Act, 1833. 
7 & 8 Vict. | The Bank Charter Act, | Section four. 
ce. 32. 1844. 
22 & 23 Geo. 5. | The Finance Act, 1932 - | Subsections (2) to (6) of section 
C. 25. twenty-five. 
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The Bankers’ Speeches 


COMPARISON of this year’s series of bank 
A speeches with those of 1938 emphasizes the radical 

change in general conditions which took place 
last year. When the bank chairmen spoke at the be- 
ginning of 1938 there had been a long period of exchange 
stability during which foreign money had been flowing 
in towards this country and was continuing to do so. 
Their speeches had been preceded, too, by several years 
of a continued recovery which had only just passed its 


‘peak, and perhaps the outstanding question which 


they discussed was whether the downturn in general 
activity which had recently become apparent was 
merely a temporary and insignificant halt in the 
recovery movement or the prelude to a major 
setback. The twelve months which followed pre- 
sented a very different set of problems. It was a 
period of unmistakable recession, even though the 
general level of activity suffered no further deteriora- 
tion in the latter half of the year. The trend of capital 
movements was sharply reversed by a large-scale shift 
of foreign balances to New York, so that for months on 
end sterling was subjected to heavy pressure and gold 
poured out of the country, while in September there 
came the climax of the Munich crisis, which subjected 
our whole financial and monetary system to the most 
searching test it has experienced since the war. 


Since the most important influences on the banking 
position during the year were thus those emanating from 
the political sphere, the bankers had comparatively little 
to say of the business situation and prospects. There was 
general agreement that the recession was largely con- 
fined to the export industries, that it had been checked 
in the latter part of the year and was on the whole a 
mild one, a transition to a state of “ moderated activity ” 
rather than depression. At a time when economic 
prospects hinge so closely upon the political outlook it 
would obviously have been unfair to expect any very 
concrete prognostications. The general feeling can 
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perhaps best be summed up in the words of Mr. Edwin 
Fisher, of Barclays Bank :— 

Who can speak with any certainty of the future while the 
present uncertainty in international affairs persists ? If the feeling 
of unsettlement could be dispelled, economic improvement would 
surely follow. Business enterprise has been held in check, but, in 
a clearer and more certain atmosphere, there is no doubt that confi- 
dence would be reborn, that funds now awaiting investment would 
be made available and British trade would receive that fresh impetus 
which is so much needed. 


Mr. Reginald McKenna, of the Midland Bank, 
though also very cautious, struck a slightly more 
optimistic note :— 

The business outlook is still overshadowed by international 
anxieties, but, just as we have experienced sudden turns for the 
worse in foreign affairs, so we may yet experience an equally sudden 
change for the better. If this should happily take place there would 
be little doubt as to the probability of a marked recovery in business 
during the coming year. Even as things are, I think we may 
reasonably look for some modest improvement. In external trade, the 
Anglo-American agreement and the arrangements associated with it 
mark a big step forward in the direction of a larger volume of free 
interchange of goods over the greater part of the world. In domestic 
trade, we are probably far from having felt the full effect of the 
rearmament programme in stimulating output and employment. On 
all grounds, there is assuredly no room for despondency. 


It is indicative of the political orientation of the 
speeches, too, that relatively little was said of the purely 
economic and financial problems of rearmament. To 
some extent this can no doubt be ascribed to the tacit 
assumption that this country’s financial strength enables 
it to meet defence expenditure even on the present scale 
without strain. Mr. Colin Campbell, for example, made 
this point explicitly and was concerned only to em- 
phasize that the money must be wisely expended :— 

A further consideration which cannot be ignored when looking 
into the future is the enormous expenditure to which the country is 
committed in connection with rearmament. I am not thinking so 
much of the provision of the money required, for this can be provided 
without excessive strain, more especially in view of the fact that the 
people of this country have expressed themselves quite clearly that 
it is their wish that the country should be strong enough to resist 
all eventualities. What I have in mind is the economical outlay of 
the money so provided. We need both assurance and confidence 
that waste and extravagance are being carefully watched so that the 
final result will prove to have been good value for the money 
expended. 
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The need for economy was also stressed ” Mr. 
Edwin Fisher, who also discussed the choice between 
borrowing and taxation in rearmament finance in the 
following passage :— 


Nevertheless, we have to realize that this growth in unproductive 
expenditure creates increasing problems for those controlling our 
national finances, and calls for a close scrutiny of every item of the 
cost of government, so that no unnecessary calls should be made upon 
the public purse. Fresh money will have to be found, and no one 
will envy the Chancellor of the Exchequer his task. The position calls 
for a delicate adjustment to be made between State borrowing and 
taxation, for, with taxation at its present high level, it is important 
to do nothing which either diminishes the returns from taxation, or 
destroys the ability or the incentive to save. It is by the savings 
of the people that the capital assets of the country are created, and 
if the demands made by the State bear too heavily on the shoulders 
of the citizen there is a risk that the priceless habit of saving may 
be impaired. 


In contrast with Mr. Fisher, who, it will be seen, con- 
tented himself with a mild warning of the danger of 
excessive taxation, Mr. McKenna strongly advocated 
borrowing in view of the high level of unemployment :— 


The choice lies between additional taxation, borrowing, or some- 
thing of each. If labour to-day were in full employment I should, 
for my part, unhesitatingly lay the emphasis on taxation. But when 
there is very considerable unemployment, questions arise which may 
lead to a different conclusion. New taxation disturbs industry for 
the time being by reducing the demand for goods of widespread con- 
sumption, or at any rate by creating a belief that there will be such a 
reduction in the near future. Orders are withheld and employment 
is consequently diminished. In a condition of full employment the 
labour so displaced might readily be absorbed, but when we have 
already nearly two million people unemployed we must be careful 
not to add to their number. The additional expenditure by the 
Government ought, if possible, to be so directed as to bring into 
productive activity men and women who are now out of employment. 
Taxation will not help in this respect; borrowing, on the other hand, 
under existing conditions, will stimulate employment, and as the 
demand for labour grows industrialists will be forced ultimately to 
draw from the pool of unemployed. The limit to this policy is 
obviously reached when all labour employable at a profit at the 
current rate of wages is fully engaged, but we are a long way from 
that condition at the present time. 


It may be asked, however: What effect will this huge Govern- 
ment expenditure have on the balance of international payments? 
Obviously, for a country which produces within its own borders so 
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little of the raw materials required for rearmament, the carrying out 
of a vast programme such as Great Britain has undertaken must 
involve an expansion of the volume of imports, against which there 
is no prospect of countervailing exports. Are we then to infer that 
the time has come when our monetary policy should be reversed, and 
restrictive financial measures adopted in order to reduce consumption? 

I do not think we need contemplate, as an early necessity, any 
such drastic—and damaging—steps. The temporary enlargement of 
imports for purposes of defence is a different matter from a growth 
of imports for immediate consumption. If we are incurring a deficit 
on our current balance of payments, we must, it is true, be drawing 
on our capital abroad ; but so far as we are accumulating stocks we 
are merely exchanging one kind of asset for another. In any case 
we are not drawing on our capital abroad to maintain a standard of 
living higher than we can afford. If it should become clear that 
rearmament is causing true inflation, as indicated by over-employment 
and an all-round rise in costs, it will, I think, be undeniable that 
restrictive measures have become a matter of urgency. But I see 
no sign of a near approach to that condition. 


To the extent that Mr. McKenna was advocating 
credit expansion as a means of increasing employment, 
and not merely pointing out how little fear there need 
be of inflation at the present time, there seems more than 
a superficial conflict between his views and those of Lord 
Wardington as expressed, for example, in the following 
passage :— 

It should be observed that our conditions now are not the same 
as conditions in 1932, and there is no assurance that a repetition 
of the 1932 experiment would have identical results. In 1932 a 
series of political changes had led to a revival of business confidence 
which encouraged the use of money; there was an enormous opening 
for the employment of cheap long-term capital in housing and con- 
struction, the only form of capital outlay in which interest rates are 
of decisive importance; and the conversion of the largest outstanding 
Government obligation made possible an immediate and large adjust- 
ment in interest rates. To-day the political outlook discourages 
investment; the demand for new houses is waning, and there is no 
scope in present levels for a sudden and large further reduction in 





interest rates. 

If opinions were thus somewhat divided on questions 
of internal credit policy, the bankers were unanimous in 
their praise for the system of exchange control de- 
veloped by the Exchange Account and its incidental 
effects in insulating the domestic credit structure against 
disturbance from movements of foreign capital. Each 
of the five chairmen expressed warm approval of the 
manner in which the new system had reacted to the ex- 
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tremely difficult conditions of September, while both 
Lord W ardington and Mr. McKenna devoted consider- 
able attention to a detailed discussion of the new 
system. In an instructive contrast between the condi- 
tions of 1938 and of 1914, Lord Wardington said :— 


If we pass on to September, 1938, the first point which springs to 
light is the far greater elasticity of our monetary and banking system 
compared with that of 1914. First, for good or for evil, we were no 
longer on the gold standard, gold is not now in circulation, and our 
note issue, as I have already mentioned, has been rendered very much 
more elastic, and the improvisations of I914 were unnecessary. Last 
September the big increase in the note circulation took place 
entirely automatically and with no disturbance at all... . In con- 
trast with 1914, when the Bank of England held only £37,000,000 
of gold, with perhaps £130,000,000 of gold coin in the pockets of the 
public and the tills of the banks, last August we were in a very strong 
position. On March 31, 1938, when they were then at their peak, 
our total gold reserves, valued at the then current market price of 
140s. per ounce fine, were no less than £835,000,000. The Bank of 
England’s own reserves, valued at 140s., came to £538,000,000, 
while the Exchange Equalization Account—a new factor since 1914— 
held {£297,000,000. Although in defending sterling we lost nearly 
{100,000,000 of gold during the autumn crisis, only minimum dis- 
turbance was caused to the banking system, or the money market, as 
none of this gold came out of the Bank of England. 


Mr. McKenna emphasized particularly that the large 
effux of foreign deposits had taken place without any 
rise in Bank Rate or contraction in credit :— 

There was no monetary restriction to aggravate the shrinkage of 
internal business which was already taking place as the universal 
falling away of 1938 developed. Although in the autumn interest 
rates in the money market stiffened, the movement was without effect 
on the cost of accommodation for business. The abundance of avail- 
ible bank credit was unimpaired, a small decline in advances being 
due, not to any restrictive policy, but simply to a natural reduction 
in demand for borrowed money in the uncertain trade outlook. 

Thus we see how with this new and efficient instrument, the 
Exchange Equalization Account, in skilful operation there need be 
no conflict between the measures required to cope with large and 
irregular exchange movements and the measures required to main- 
tain an internal monetary policy appropriate to the conditions of 
domestic business and finance. The conduct of the Exchange 
Account is entrusted to the Bank of England, acting as agent for 
the Treasury, and the events of last year afforded a valuable test 
of the working of a managed currency under exceptional and very 
dificult conditions. I could quote many examples to show how, 
under the gold standard, external influences caused grave disturbance 
to internal credit. The vulnerability of the money market to external 
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influences was extreme, and was due mainly to the statutory obligation 
to maintain the pound sterling at a fixed gold value. To-day the 
Central Bank is no longer under this obligation; there is freedom to 
allow the rate of exchange to swing more widely and, by judicious 
purchases or sales of gold as foreign balances increase or diminish, 
to take the weight of great international movements of funds without 
affecting internal trade credit. 


One aftermath of the crisis is, of course, the prevail- 
ing shortage of Treasury bills, to which attention was 
called in more than one speech. Thus Mr. Fisher 
said :— 

It is essential for the efficient working of the banking system and 
of the money market that there should be an adequate supply of 
bills and, in view of the dependence of the Discount market on the 
Treasury bill, and the important réle which these bills play in en- 
abling the banks to secure a proper distribution of their assets, it is 
to be hoped that the authorities will bear in mind the requirements 
in this respect in framing future policy 


and Mr. McKenna :— 

The Banks, as I have mentioned on previous occasions, must 
look not only to the maintenance of a requisite cash ratio, but also 
to the provision of an adequate supply of supporting liquid assets, 
particularly bills. If they cannot find sufficient bills to keep up their 
second line of defence, they must maintain a stronger first line, by 
working to a higher ratio of cash to deposits. 

This is exactly the position at the present time. The banks 
cannot proceed to a re-expansion of deposits on the restored cash 
basis, because they cannot acquire the bills they need to ensure 
fulfilment of their standards of liquidity. 


The need for increasing exports has been an im- 
portant theme in bank speeches for many years, and in 
view of the severe depression in textiles and the concern 
felt about our balance of payments, it is natural that this 
question should have received at least as much attention 
this year. There was, however, a very significant 
change of viewpoint in their approach to the problem. 
A year ago the bankers, like everybody else, were think- 
ing in terms of the orthodox methods of increasing ex- 
ports by such means as lowering costs. This year, 
although the Anglo-American Trade Agreement was 
welcomed on all sides, the real emphasis was placed upon 
the threat to our trade by the methods of the totalitarian 
countries, and of the special steps which might be re- 
quired to counter that threat. The whole question was 
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very forcefully argued by Mr. Rupert Beckett, of the 
Westminster Bank, as follows :— 


The past year has seen certain developments which have not 
only intensified existing trading difficulties but created others, and 
the problem of retaining some of our old markets is becoming as 
difficult as that of finding new ones. Our trade with certain 
countries which owe their ~ development largely to British capital 
investment in the past is threatened with extinction. The ‘‘ open 
door’ in China has been closed, and promises to be bolted and 
barred; in Mexico, the arbitrary expropriations of the Government 
have created a very unfavourable impression, and prejudice our 
exporters in future trade enterprise with that country. In many 
other countries where British interests were well established, par- 
ticularly in South-Eastern Europe and South America, they have 
been seriously jeopardized by the intrusion of political considerations 
and influences into the economic sphere. Fair competition British 
traders can meet, but to-day the destination of business is frequently 
decided not by competitive efficiency but by political manoeuvres and 
considerations of national expediency. A new, and more subtle, form 
of trading has come into vogue, in which one country undertakes 
to absorb another’s output of a particular crop or material. A 
primary producing country naturally finds the prospect of securing 
an assured market for its products an alluring one, but in practice 
the interchange has proved to have considerable drawbacks. The 
dominant partner in the agreement, while itself receiving much- 
needed raw materials, has been able to dump inferior or unwanted 
goods on the other. In addition, the latter has found itself deprived 
of the foreign exchange that would have accrued if its goods had 
been sold through normal channels. But these are the lesser evils. 
Far more important is the sacrifice of freedom of action by the 
smaller country, bringing it under a sort of economic hegemony, 
which may eventually lead to a political hegemony. 

In the development of these new trading methods, the totalitarian 
nations have displayed a remarkable ingenuity, and they have made 
full use of the advantages derived from their system of government, 
whereby the whole resources of the State can be marshalled behind 
its traders. To all intents and purposes, the State is the only seller, 
and the only buyer; the State is a manufacturer in bulk, paying wages 
fixed by itself; capital and labour can be transferred without a 
moment’s delay from one part of the economic organization to 
another; rapid decisions can be made without the necessity of 
consultation among all the parties concerned; and if the interests ot 
the State as a w hole demand it, goods can be either sold below or 
bought above world prices. 

What weapons have we with which to counter competition of this 
description—a competition utterly different, not only in magnitude 
but in kind, from any we have been accustomed to meet in the 
past? The Secretary to the Department of Overseas Trade struck 
the right note when he said that if the countries concerned continued 
to employ these unorthodox methods then we should fight them at 
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their own game, and if we fought we should win. These words will 
have to be backed by deeds. The lack of success that has attended 
our efforts hitherto makes it certain that the old methods must be 
overhauled, and it may well be that new and novel methods will 
have to be devised and practised. As I see it, their bulk selling, 
under the egis of the State, will have to be countered by bulk 
selling on our part. However much it may offend against our 
characteristic ingrained individualism, and however great may be the 
difficulties of securing co-operation among trade rivals, we have 
voluntarily to forge a weapon capable of resisting this new form of 
attack. Our industries cannot hope to compete successfully in foreign 
markets unless each is organized to speak, to negotiate and to bargain, 
as a unit. Such a course would afford great scope for economy 
through the elimination of redundant sales machinery, and at the 
same time the pooling of resources, information and market knowledge 
would enable a more efficient and progressive service to be established. 


At the same time, Mr. Beckett was careful to point 
out that :— 


All the advantages do not lie with our competitors. Our 
financial resources and our free exchange give us a decided pull. 
Neither those who sell to us nor those who buy from us need have 
any fear of becoming enmeshed in complicated exchange difficulties. 
We are still the world’s greatest buyers, and we have this additional 
advantage—that we are not tied to any particular supplier; our 
importers are free to operate in any market. 


Similar confidence was expressed by Mr. Colin 
Campbell, who thought that :— 

In times of difficulty, like the present, there may be a disposition 
to over-rate the permanence of what appears to us to be inequitable 
competition. Subsidizing exports can only in the long run impoverish 
the nation pursuing such a policy and there is also evidence that 
some countries which have entered into bulk export and import 
bargains are finding actual business much less attractive than 
seemed likely to be the case. 


Thus for their part the Big Five chairmen left no 
shadow of doubt that the Government has their full 
support, notwithstanding the general leaning of the 
banking community towards laissez-faire, in any form 
of organization or intervention which is thought neces- 
sary to protect our export trade. 

In their general pattern and emphasis, the speeches 
of the three Lancashire bank chairmen followed similar 
lines, though in this case greater attention was naturally 
bestowed upon the particular problems of the depressed 
textile industries. Sir Noton Barclay of the District 
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Bank was hopeful that some relief might be derived from 
the conclusion of new trade agreements :— 

The Government can do much to further the interests of Lancashire 
in 1939; new or revised treaties are to be negotiated with India, 
Burma, Switzerland, Chile and Colombia. Each of these countries 
has key exports, and a pact based on reciprocity between such 
products and their British counterparts will be infinitely preferable 
to small advantages spread over a wide range of products. 


Mr. J. P. Dewhurst stressed especially the importance 
of the new British-India trade agreement, in the hope 
that some understanding may be arrived at with regard 
to imports into India in place of the existing prohibitive 
duties. Such duties are of doubtful benefit even to 
India herself, for, as Mr. Dewhurst showed in a telling 
quotation from the report of H.M. Senior Trade Commis- 
sioner in India :— 


This policy of maximum industrialization must lead first to a 
clash of interest with the agricultural elements, secondly to a crisis 
in India’s finances, as the Government rely upon Customs receipts 
for 60 per cent. of their revenue, and finally to a collapse of the 
economic and financial fabric of the Government of India, which 
is dependent upon an excess balance of exports to meet India’s 
financial commitments in London and maintain the exchange. 


Although there was general agreement that the 
Enabling Bill should be of some benefit, none of the 
three speakers attempted to minimize the difficulties 
which still face the industry. Mr. Frederic Alan Bates, 
of Martins Bank, summed up the prospects none too 
optimistically in the following words :— 

The cotton industry is looking for stimulation in its export trade 
as a result of the agreement when it comes into force during the 
present year; but while the signing of the agreement was received 
with enthusiasm, it is realized that it will benefit only a section of 
the industry. The Cotton Enabling Bill has emerged, after animated 
discussion, in a revised form, its proposals now being limited to the 
reduction of surplus plant and the fixing of minimum prices or 
margins. It is satisfactory that special provisions for the export trade 
have been included, and that latitude will be given in the application 
of prices to overseas business. With other safeguards comprised in 
the Bill it will make some contribution to revival of the trade, but 
material recovery can only be expected from settled world conditions 
and from the trade’s ability to develop new lines. There is a difficult 
period ahead, and spectacular improvement is not probable. 
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Factors Distorting Bank Statistics 


By A. V. Barber 


B vaso. statistics as usually presented, with the 
various categories of assets classified in order of 
liquidity and the percentage of each to deposits 
neatly set out, lend colour to the suggestion of a greater 
facility of liquidity control by Government authority 
than is really attainable in practice. That this question 
is of practical and not merely of academic interest is 
shown by the fact that stringent bank ratios under legal 
enactment have lately been contemplated in Australia. 
The present writer feels strongly that legislation of 
this kind would soon reveal the superiority of a 
system in which the banks submit to the discipline of 
custom rather than of law. The purpose of the present 
article, however, is not to debate this general issue but 
to consider whether the basis of banking statistics 
is sufficiently well defined to permit them to be used in 
this way. It is proposed to examine the distorting 
effects on the published statistics of certain technical 
book-keeping considerations and of variations in 
accounting practice, which clearly emphasize the 
limitations of the conventional methods of assessing the 
volume of credit and of computing assets ratios. 

In last December's number of THE BANKER 
Mr. H.C. F. Holgate discussed certain book-keeping prac- 
tices which may distort bank ratios. He held that when 
a bank is instructed to make a payment to another bank 
the effect is a temporary decrease in the volume of 
deposits with a consequent increase in the cash ratio. As 
against this contention it may be argued that when 
interbank payments are made one of two methods is 
usually employed. According to one of them, the 
paying banker will issue a bankers’ payment form, in 
which case the remitting customer’s account is not 
charged until the bankers’ payment is_ collected. 
Alternatively, a remitting customer will be debited at 
the time that the remittance, by draft or otherwise, is 
effected, but in such a case an impersonal account is 
credited simultaneously. If the credit balance on a 
remittance account is included, as it usually would be, 
among other accounts as a general liability of the bank, 
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no interference with deposit totals is imported and 
consequently there would be no effect upon the cash 
base. But on the other side of the picture Mr. Holgate’s 
contention apppears valid. Owing to a normal, although 
not invariable, practice under which a collecting banker 
credits his customer when he receives a cheque, in 
anticipation of its collection, deposit totals are increased 
artificially. Thus the apparent cash ratio falls: hence 
ratios in the banking system are in reality higher than 
those which are published. It seems reasonable to 
suppose that the extent of the distortion arising from this 
cause may be measured by banking returns of cheques 
in course of collection. On this basis, deposits computed 
for purposes of ratio calculations should be reduced 
by some 3 per cent. to 4 per cent. 

’ Further, there are certain ambiguities in the alloca- 
tion of items between the various categories. For 
instance, Clause 409 in the Macmillan Report apparently 
assumes that the banks treat sight deposits which they 
hold with foreign banks in foreign currencies under the 
heading of money at call, and foreign currency at short 
notice under the heading of money at short notice, 
whereas in banking practice it is usual to treat foreign 
currency deposits as advances. There is also the point 
that some banks include Treasury Bills under the head- 
ing of investments, and their statistical returns conse- 
quently suggest a less liquid position than the true one. 
Other banks, of course, include Treasury Bills with 
commercial bills under the heading of discounts. 

In the advances category, more important considera- 
tions must be taken into account. In bank book-keep- 
ing, loans appear from day to day as an asset. The 
unspent portion of any loan granted is a liability to a 
customer by the bank, standing to the credit of his 
drawing account in its books. Overdrafts, on the other 
hand, do not appear as a distinct asset in daily book- 
keeping, but are offset against the balances of accounts 
in credit, thus reducing net deposits. At the end of each 
accounting period—in these days monthly as well as 
half-yearly—the totals of overdrafts are extracted and 
appear as an asset together with loans, under the heading 
of advances, so that on the liabilities side gross deposits 
take the place of net deposits. It might be supposed 
that the steady maintenance of the ratio to cash of the 
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higher-earning assets, advances and investments, and 
the close negative correlation between advances and 
investments, could only result from a daily analysis of 
the position, yet in fact overdraft totals can be only 
roughly computed except at those dates for which gross 
deposit figures are extracted. 

A further aspect of the treatment of overdrafts is of 
notable significance, especially as much economic 
thought relates cyclical trends so closely to the varying 
volume of bank credit. If a bank grants a customer an 
authority to overdraw up to £1,000 within a period of, 
say, six months, and a balance is struck at a moment 
when the customer has availed himself of that per- 
mission to the extent of £600, there is nothing in the 
bank’s statistics to show that the customer has a call 
on the bank for the remaining £400. Had the accom- 
modation been made in the shape of a loan, the 
customer would have been credited with the initial 
£1,000 on loan account, and the unspent £400 would 
be standing to the credit of his drawing account. Due 
to a book-keeping technicality in the method of lending, 
the bank’s figures in the case of an overdraft authority 
for a given amount are shown to be lower—in this case 
by £400—than they would have been had the lending 
been in the shape of a £1,000 loan. 

Clearly, this has a distinct bearing upon the ratios 
which are customarily observed in the structure of bank 
assets. From one point of view, borrowing by the bank’s 
customers in the form of overdraft arrangements instead 
of by loans must necessarily mask a measure of credit 
expansion unprovided for, in theory, by the cash ratio. 
From another point of view, it may be demonstrated that 
the £400 standing to the credit of the customer who has 
taken a £1,000 loan equally represents an outstanding 
right to draw up to £400. Statistically, however, it 
appears as a deposit which has been derived directly 
from a loan arrangement. There is obviously some flaw 
in a statistical diagnosis which indicates a_ greater 
expansion when accommodation is granted by loan 
than when identical accommodation is given in the form 
of an overdraft. At first sight it would seem that such a 
difficulty might be overcome were the banks to disclose 
the amounts up to which their customers are entitled to 
overdraw, by specific arrangement, beyond the actual 
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amounts of their overdrafts. This, however, would 
scarcely be practicable. Many customers exercise 
borrowing power without definite arrangement, and their 
financial position is-such as to justify the honouring of 
their cheques, as a matter of course, beyond the amount 
of funds available on their accounts to meet them. Up 
to a point, a large measure of borrowing capacity may 
be taped and recognized statistically, but there is much 
which is latent and statistically invisible. Provided 
that potential lenders—and these include not only the 
banks, but potential mortgagees and other lenders of 
every kind—are willing to lend, credit expansion is, so to 
speak, in the offing ; it escapes from the statistical data, 
and only that portion of bank deposits derived directly 
from loans and representing the unspent portion of 
banking accommodation in this form comes under the 
scrutiny of the statistician. 

This unrecorded addition to the effective volume of 
credits is of particular importance during the boom, 
when it increases considerably in the prevailing atmo- 
sphere of confidence, but it is a factor in the monetary 
situation which must always elude figures. So far as 
concerns the distortions of banking statistics by technical 
book-keeping considerations the utility of the figures for 
comparative purposes should not be greatly impaired so 
long as each bank adheres rigidly to the system it has 
adopted, even though they never present an accurate 
picture of the position at any given moment. Changes 
in book-keeping practice, however, or secular changes, 
such as an increasing use of overdrafts, clearly destroy 
their validity. If the importance of such considera- 
tions is recognized, therefore, there may well be some 
disconcertment to current theory regarding assets 
structure. 

It is undoubtedly desirable that banks should con- 
form generally to a recognized pattern which will at 
least satisfy public concern for safety and security, and 
maintain public confidence. Modifications in bank ratios 
and forms of assets are justified from time to time by 
changing conditions, but confidence might be disturbed 
were the banks to admit violent alterations in the assets 
structure which they exhibit. Closer consideration leads 
to the conclusion that the solidity of the banking system 
in this country depends far less upon strict day-to-day, 
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or even month-by-month, observance of exact ratios than 
upon the care which is exercised (1) to maintain the 
soundness of advances and other higher earning assets, 
(2) to keep a watch on the ready transferability of those 
that are marketable, and (3) to adjust the volume and 
nature of liquid assets to market conditions. 


Away With the “Irrevocable ”’ 
Unconfirmed Credit ! 


By Maurice Jacobs 
S INCE the crisis of last year bankers have subjected 


the financial machinery to a thorough scrutiny which 

has already resulted in a revision of banking practice 

in some respects, notably the treatment of municipal 
bills. It is to be hoped that they will yet decide to 
abolish a practice which is gradually gaining ground in 
connection with the opening of Documentary Credits. 
It frequently happens that a London bank is requested 
by a foreign correspondent to open a documentary credit 
in favour of an English or overseas seller who is to draw 
at, say, ninety days on the London bank. To save an 
additional confirming commission, the London bank is 
instructed to advise the credit in unconfirmed (or 
revocable) form, but to inform the seller that the credit 
is to be regarded as irrevocable on the part of the foreign 
correspondent, i.e. the buyer’s bank. Some London 
financial institutions appear willing to meet the wishes 
of their overseas correspondents in this respect; others, 
it is pleasing to note, decline to connive at a practice the 
only purpose of which is to avoid payment of a trifling 
commission, and which, as will be shown, often misleads 
sellers who are not always fully cognisant ‘of the technical 
details and implications of a Bank Documentary Credit. 
To take a concrete case: a London bank or Accept- 
ance House informs a supplier that it is prepared to 
accept his bills against presentation of shipping documents 
(Bills of Lading, etc.) and that, while the London bank 
itself assumes no obligation in the matter, the foreign 
(buyer’s) bank, which has given instructions for the credit 
to be opened, considers it as irrevocable on its own part. 
In many such cases the supplier is misled into believing 
that he is in possession of an irrevocable credit, and that 
on presentation of documents covering the merchandise 
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his bill of exchange will be accepted without question by 
the London bank. Yet there is no doubt at all that if last 
year’s crisis had actually terminated in war the great 
majority of such credits would promptly have been can- 
celled. Apart from the question of war, moreover, there 
has been since 1918 a succession of banking failures in 
many countries, while in the case of the U.S.A. the whole 
banking structure collapsed. If an unconfirmed credit, 
regarded as irrevocable by the foreign correspondent, is 
opened by a London bank, the latter will almost inevi- 
tably exercise its undeniable right to cancel the credit if 
its correspondent becomes involved in difficulties, or is 
domiciled in a country which suddenly imposes exchange 
restrictions. The seller of goods has no_ protection 
whatsoever. 

It is, in fact, quite erroneous to suppose that a Con- 
firmed Credit can be distinguished from an Irrevocable 
Credit. Occasionally it is sought to uphold the opposite 
view by reference to Articles 5, 6 and 7 of the ‘‘ Uniform 
Customs and Practice for Commercial Documentary 
Credits’’ drawn up by the International Chamber of 
Commerce which have been adopted by several important 
countries. Although Great Britain has not yet followed 
suit, the recommendations conform, on the whole, to 
English law and practice. The three Articles in question 
read as follows : 

Article 5.—Irrevocable credits are definite under- 
takings by an opening bank in favour of the beneficiary. 
Such undertaking can neither be modified nor cancelled 
without the agreement of all concerned. 

Article 6.—Irrevocable credits may be notified to the 
beneficiary through an advising bank without responsi- 
bility on the latter’s part when it has merely been asked 
to notify the beneficiary. 

Article 7,—An advising bank may be called upon by the 
opening bank to confirm an irrevocable credit. In this case 
the advising bank makes itself responsible to the beneficiary 
as from the date on which it gives confirmation. 

The procedure described in the second of these 
articles is not infrequently followed when a London bank 
establishes a confirmed credit in favour of a distant 
supplier, and the bank, having no branch in the overseas 
country, requests a correspondent there to advise the 
credit to the seller and to inform him that his bills will 
be accepted on presentation in London with the requisite 
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documents. The advantage of this method lies in the 
facilities given for authenticating the signatures on the 
London credit. Obviously a bank abroad would then be 
able to negotiate the seller’s bills without fear of acting 
on forged instructions. Only very seldom is the advising 
bank requested to add its confirmation, i.e. in effect, to 
give the beneficiary a definite undertaking that it will 
negotiate his bills without recourse; in almost all cases 
reliance is placed solely on the London bank. 

It will easily be seen that the attempts to make these 
Articles the foundation for the exotic form of credit 
described exhibit a confused understanding of the 
functions of “‘ opening”’ and “advising”’ banks. The 
former can be only the banks prov iding the credit by 
means of which buyers are enabled to acquire goods 
without the obligation to pay for them immediately. In 
international trade the credit often takes the form of 
a London Bank Acceptance. Thus, where a London 
bank is requested to establish a documentary credit 
on behalf of the buyer’s bank, the former is the 
‘opener,’ and the latter occupies exactly the same 
position among the parties to the credit as the buyer 
would, had he been of sufficient standing to warrant the 
London bank’s acting on his direct instructions. 

Reference to all the accepted authorities, both legal 
and other, establishes beyond dispute that an uncon- 
firmed credit cannot also be considered as irrevocable by 
one of the parties to it *—indeed, these terms used in 

* In the case of Panoutsos v. Raymond Hadley Corporation [(r917) 
2 K.B. 473] Reading, C.J. states (p. 477): “ The credit was not irre- 
vocable and to that extent did not comply with the conditions of the 
contract as to ‘Confirmed Bankers’ Credit.’”’ It will be noted that 
there irrevocability alone was considered necessary to comply with 
the stipulation ‘‘ Confirmed Bankers’ Credit.” Whatever may have 
been the difference in meaning between “ Confirmed” and “ Irre- 
vocable’’’ in past generations there can be no doubt that they are 
now used as synonymous terms in this country ; in this connection the 
remarks of Mr. Herries in his lectures on ‘‘ Commercial Credits” 
Institute of Bankers Journal, Vol. XLVI, p. 65 et seq.] are of interest. 
Halsbury’s “ Laws of England” [2nd (Hailsham) Edition, Vol. I, 
p. 845] states in regard to Letters of Credit, ‘‘ They are also divided 
into revocable or unconfirmed credits and confirmed credits.” 
Professor Gutteridge writes to the same effect [‘‘ The Law of Bankers’ 
Commercial Credits,”’ p. 32]: “‘ This is a matter which depends en- 
tirely on whether a credit is confirmed or unconfirmed, or, to employ 
an alternative terminology which is frequently used, whether it 1s 
irrevocable or revocable. 
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juxtaposition are mutually exclusive. Unconfirmed 
credits are always revocable in English practice and 
according to English terminology.* 

A variant of the type of ‘credit which has been 
reviewed in this article is that in which the foreign bank 
advises a seller that it has opened an irrevocable credit 
in the latter’s favour, to be utilized by bills on a London 
bank. This bank, having received a copy of the advice, 
does not communicate with the beneficiary, but only 
accepts his bills in due course under an arrangement 
with the foreign bank. Since the London bank is not 
required to inform the seller that the credit has been 
opened, this form of credit is less objectionable; but 
whether a credit is in fact confirmed (irrevocable) or 
unconfirmed (revocable) depends, for all practical pur- 
poses, on the action taken by the bank which is to accept 
the beneficiary’s bills, or, in the case of sight drafts, pay 
them. 

Where the seller stipulates in his contract that 
payment is to be effected by a sterling irrevocable banker’s 
credit, he intends to assure himself that on presentation 
of documents conforming to the stated conditions, his 
bills will be accepted. Unless, therefore, he receives 
such a credit from the London bank the contract is not 
fulfilled. The London bank has given no undertaking 
to the beneficiary, who, at best, may have to submit to 
delay before obtaining acceptance of the draft ; whereas 
the purpose of stipulating payment by an irrevocable 
credit is precisely that payment shall be certain. 

Both kinds of credit described above must be, and 
are, regarded by London banks as unconfirmed; the 
irevocability that the foreign bank tries to introduce 
into them in no way affects the rel tionship between the 
accepting bank and the beneficiary. Banks in this 
country would therefore be amply justified on theoretical 
grounds, practical grounds and even, perhaps, on ethical 
grounds, in refusing to open unconfirmed credits which 
involve advising the beneficiary that some party, on 
whom he has no recourse, considers the credit to be 


* Chalmers, in his ‘ Bills of —E xchange ”’ ‘oth Edition, p. 212], 
makes this comment: ‘‘ An unconfirmed credit may be described < 
a mere authority to draw bills in accordance with the terms of the 
credit, while a confirmed credit contains a binding promise to honour 
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irrevocable. It is no defence to say that the opening 
bank always states clearly that it reserves the right to 
cancel these credits and that there is no reason, there- 
fore, for the beneficiary to be misled. One may justly 
ask why the idea of irrevocability should be allowed to 
enter, when it has neither legal nor practical effect. 


After the Reichsbank Purge 
By Paul Einzig 


(J: January 20, 1939, the world was startled by the 


announcement that Herr Hitler had decided to re- 

lieve Dr. Schacht of his post of President of the 
Reichsbank. To the uninitiated public this decision came 
as a complete surprise. After all, it was less than a year 
ago that Herr Hitler reaffirmed Dr. Schacht in his post, 
by renewing his appointment for another four years. It 
is true that after the Czechoslovak crisis Dr. Schacht, 
together with other moderates who were opposed to an 
aggressive policy, came under a cloud. Towards the 
end of 1938, however, it looked as though Dr. Schacht 
might recover at least part of his lost influence. In 
November he made a speech in Berlin, singing the praises 
of the very same Nazi financial methods which he had 
denounced in earlier years, this denunciation being 
largely responsible for his unpopularity among Nazi 
leaders. In December, he was entrusted with an 
important mission in London, and was placed in charge 
of the negotiations with the Evian committee on Jewish 
refugees. Mr. Montagu Norman paid him a visit in 
Berlin, and it looked as if Dr. Schacht’s excellent London 
connections might give the British policy of so-called 
appeasement a new lease of life. 

In the circumstances, Dr. Schacht’s dismissal, coming 
as it did in the middle of his negotiations with Mr. Rublee 
on the refugee question, came like a bolt from the blue. 
Possibly his failure to obtain the acceptance of the 
German refugee scheme, by which Great Britain and 
the other countries interested in the fate of the refugees 
would pay ransom in free exchange for the German Jews, 
may have been the immediate cause for Herr Hitler's 
decision. The fact, however, that soon after Dr. Schacht’s 
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departure the German Government was prepared to 
submit a much more reasonable refugee scheme appears 
to cast doubt upon this theory. Nor did the first 
impression that the “‘ purge ”’ initiated by Dr. Schacht’s 
dismissal—which was followed by the removal of a 
number of ‘‘moderates’’ occupying leading positions in the 
Reichsbank and the Reich Finance Ministry—fore- 
shadowed the adoption of a more aggressive foreign 
policy, receive confirmation by subsequent developments. 
On the contrary, Herr Hitler’s Reichstag speech was 
comparatively moderate, and until the time of writing 
the German Government has made no new aggressive 
move or gesture since Dr. Schacht’s dismissal. 

The true explanation of Dr. Schacht’s removal from 
office was his opposition to unrestricted inflation. Early 
in 1938 he succeeded in persuading Herr Hitler to adopt 
an anti-inflationary policy in the matter of rearmament 
financing. The result of his victory was the development 
of tight money conditions which were largely responsible 
for the Berlin Bourse slump during the summer of 1938. 

During the Czechoslovak crisis Germany resorted to 
crude currency inflation, and this eased the monetary 
tension for a while, but after Munich, when the additional 
currency issued during the crisis was reabsorbed by large 
Government loans, the monetary stringency returned. 
As a result, the last Government loan was a failure. The 
Government had to choose between reverting to 
inflationary financing of rearmament and reducing the 
pace of reaarmament. Dr. Schacht was strongly in favour 
of the latter course, owing to the prevailing shortage of 
labour in Germany, as a result of which any monetary 
expansion was bound to produce an inflationary effect. 
By insisting upon all-round economy he thus sealed his 
fate. The influences making for an unlimited rearmament 
drive and unlimited expenditure in the execution of 
Nazi economic and political policies were too strong in 
Herr Hitler’s entourage. 

Dr. Schacht must have been fully aware that he was 
fighting a losing battle. The fact that in spite of this he 
insisted on economies seems to indicate that he wanted to 
be relieved of his post. Considering that fundamentally 
he remained first and foremost a banker even under the 
Nazi régime, his desire to withdraw from active life 
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under that vég?me was easily understandable. After all, 
during the last year or two National Socialism was rapidly 
becoming National Bolshevism. Its growing disregard 
for the sanctity of private property and for indiv idual 
initiative must have been viewed with growing dismay 
by Germans who, like Dr. Schacht, believed in the 
capitalistic economic system. By 1939 the anti- 
capitalistic tendency of Herr Hitler’s régime reached a 
stage beyond which Dr. Schacht was _ increasingly 
reluctant to co-operate in the execution of its programme. 
Had he offered his resignation it would in all probability 
have been rejected, as it had been rejected on earlier 
occasions. Instead, by opposing unlimited rearmament 
he manceuvred Herr Hitler into a position in which it was 
the Fiihrer who took the initiative for his removal from 
the Reichsbank. 

With the removal of several other directors, and with 
the appointment of Herr Funk as Dr. Schacht’s successor, 
the Reichsbank came completely under Nazi control. 
The aim of unifying in reliable Nazi hands the control of 
the economic policy of the Reich was thus achieved. 
What everybody wanted to know was whether the new 
management’s Nazi zeal would make up for the excep- 
tional genius of Dr. Schacht and the experience and 
efficiency of his senior assistants, who also fell victims to 
the “ purge.’’ It is an open secret that Herr Funkis not 
really suited for the post. While he would make an 
excellent Minister of Propaganda, he is not a banker, nor 
even an economic expert. This may sound strange, 
considering that for years he was the editor of the 
Berliner Borsen- Zeitung. The fact is, however, that 
the Bérsen-Zeitung, in "spite of its name, is a political 
rather than a financial newspaper, and Herr Funk 
(whom English newspapers insist on calling Dr. Funk) 
was mainly concerned with its political policy. Those who 
had an opportunity to negotiate with him during his 
tenure of office as Minister of National Economy were 
struck by his utter reluctance to discuss economic detail. 
He preferred to confine himself to very broad generalities, 
and when he was pressed to define exactly w vhat he was 
aiming at he usually changed the subject. In contrast 
with Dr. Schacht’s prodigious knowledge of economic 

details, Herr Funk might almost be described as a layman. 
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Nevertheless, it may be argued that it is not for the 
Statesman (with capital S) to know details, so long as he 
has an able second-in-command. In this respect, Herr 
Funk’s position was strong, since in Herr Brinkmann he 
had a first-rate assistant, and it appeared that for all 
practical purposes the latter would become the real head 
of the Reichsbank. Within less than a month after the 
changes, however, it was announced that Herr Brink- 
mann had been given a prolonged sick leave, owing to a 
breakdown of his health due to the strain of overwork. 
Such announcements are always received with a certain 
amount of reserve, and it appeared conceivable that 
Herr Brinkmann’s illness was due to the deterioration 
of conditions that took place after Dr. Schacht’s depar- 
ture. It is just possible, however, that for once the 
official explanation was actually the true one. It would 
not be at all surprising if Herr Brinkmann’s health had 
genuinely broken down through overwork a few weeks 
after he assumed office. After all, even thor igh he is very 
able, he too is hardly comparable with Dr. Schacht in 
ability and experience. 

The growth of Government control in economic life 
under “the Nazi régime was bound to increase the 
difficulties of the task of administration. It required a 
man of exceptional genius such as Dr. Schacht, supported 
by a team of efficient assistants, to cope with the increas- 
ingly complicated problems of centralized control. Even 
private undertakings exceeding a certain size find it 
difficult to solve the personal problem of management. 
How much more difficult the task when the enterprise 
concerned is the German Reich! After all, the Reichs- 
bank and the Ministry of National Economy between them 
have a finger in every pie in the German economic system. 
While Dr. Schacht was at the Reichsbank things went 
reasonably smoothly. Suddenly Herr Brinkmann was 
called upon to take Dr. Schacht’s place, and at the same 
time he was deprived of the assistance of Dr. Schacht’s 
first-rate team. He had to tackle increasingly involved 
tasks practically single-handed, and it was hardly 
surprising to learn that his health broke down in the 
attempt. 

On the eve of highly important trade negotiations with 
Great Britain, Germany’s economic and monetary admini- 
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stration has thus been deprived of its acting head. 
Possibly Herr Funk will have to manage things the best 
way he can, perhaps with the assistance of Herr Wohlthat, 
who has been coming to the forefront since the Reichsbank 
“purge.” It is also conceivable, however, that Herr 
Hitler might decide, after this experience, to recall the 
pilot he recently dropped. After all, Dr. Schacht is 
nominally a member of the Cabinet, and he might be 
entrusted to perform his former functions without any 
new change in his status. It was, in fact, suggested 
recently that he might be appointed Special Commissioner 
in charge of foreign trade. Would Dr. Schacht undertake 
the task? It is understood that he was very glad to be 
relieved, and he might prefer to stand aside for a time. 
But, then, in a totalitarian State people have no option to 
accept or refuse the task they are entrusted with, and 
possibly Dr. Schacht might have to take charge once 
more, whether he likes it or not. 


Matters of Law 
By Maurice Megrah 


Crossing a bill (other than a cheque)—effect on negotiability 
O a student of the Bills of Exchange Act, 1882, the 
case of Hibernian Bank Limited v. Gysin and 
Hanson {(1939) I All E.R. 166] should be a delight. 
To the banker it is not of practical importance, save per- 
haps as teaching that one should not accept for discount, 
except with safe recourse, any instrument which is not 
‘regular on the face of it,’ to use a statutory ex- 
pression in a purely practical sense. The rights of the 
holder of a bill are too well known to need iteration, but 
it should be equally well recognized that it takes very 
little in the way of drawing, adding to or altering a bill 
to change it inte something quite different from the com- 
mon type of instrument and, indeed, from what the 
drawers may intend. Bankers are constantly being, and 
have for years been, confronted by anomalous instru- 
ments, designed to meet some requirement or fancy of 
the drawer, and they take steps to learn as exactly as 
they can what legal significance an instrument carries 
before they run the risk of dealing with it. 
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The facts in the Hibernian Bank case are simple. 
The instrument was drawn in the following form :— 
THREE MONTHS AFTER DATE pay against this first 
of exchange to-the order of the IR1sH CASING Co., 
Ltp. ONLty the sum of FIvE HuNDRED PovuNDS 
EFFECTIVE value received. 
It came into the possession of the Hibernian Bank, as 
holders, who at maturity presented it for payment. It 
was dishonoured and the bank brought the action against 
the drawees on their acceptance. The acceptors repudi- 
ated liability effectively on the ground that the instru- 
ment was not a negotiable instrument, that the appellant 
bank were thus not holders in due course, that, therefore, 
they took the bill subject to the equities, and that, as the 
drawers had at its maturity become indebted to the 
acceptors in a greater sum than that for which the bill 
was drawn, they (the acceptors) were under no liability. 

Counsel for the respondent acceptors argued in the 
lower Court that the bill was not negotiable, that the word 
“only ” could only mean that the bill was payable to the 
Irish Casing Company, Limited, alone and that, if this 
were not so, s. 8(1) of the Bills of Exchange Act, 1882, was 
meaningless. He seemed, however, not to stress this 
point very strongly, but rather to rely on the fact that 
the bill was crossed “ not negotiable,” and attempted to 
argue that s. 81 of the Act applied. Mr. Justice Lewis 
(whose decision in the lower Court was dealt with in THE 
BANKER for June, 1938, at page 270) found it impossible 
to “conceive any stronger words than the words ‘not 
negotiable’ written across a bill of exchange. They must 
mean something, and they clearly do not mean what they 
would mean if they were put across a cheque. Those 
are. in my view, the clearest possible words, written 
across a bill of exchange, to say that the bill of exchange 
is not to be negotiable. .... ” Tt will be observed that 
he had nothing to say about the word “ only,” except in 
repeating the arguments of counsel. 

In the Court of Appeal, Clauson and du Parcgq, L.JJ., 
agreed with the judgment of Slesser, L. J., in which no 
reference was made to the crossing; nor was the word 
“ only ” considered in the light of s. 8(1) at all. The view 
of the Court was that it had to be read subject to the 
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words “ not negotiable,” which latter governed the whole 
tenour of the instrument. What the learned Lord Justice 
meant by saying “ Either the words ‘ not negotiable—pay 
to the order of the Irish Casing Company only’ make the 
whole instrument no bill at all, or some other and more 
limited meaning must be given to the words ‘ to the order 
of the Irish Casing Company only,’” is not clear, but 
the decision is definite that “ this is a bill not negotiable, 
and when Fry, L. J. (in National Bank v. Silke) goes on 
to say *....so that a bill payable to order must always 
be negotiable,’ he supports, I think, my conclusion that, 
in so far as this bill is not negotiable it is not a bill pay- 
able to order within the meaning of the Bills of Exchange 
Act, and must have some lesser, and more conditional, 
effect. I think that that effect may be carried out by 
limiting it to cases where the order is merely for money 
to be paid to an agent for, or for the purposes of, the 
Irish Casing Company, Limited and no more. In that 
case the instrument does not become irreconcilable or 
impossible of interpretation. It remains a non-negoti- 
able instrument drawn by the Irish Casing Company 
and accepted by the defendants, but limited as to the 
effect as between those two parties. It is not transferable. 
It produces no rights of action in the Hibernian Bank 
Limited. Therefore, I think that the Judge was right 
in refusing to allow the Hibernian Bank Limited to make 
a claim as holders of this bill.” 

This case raises a number of points: the effect of a 
crossing on a “time” bill, especially the “not negotiable” 
crossing; the effect of the word “ only ” after the payee’s 
name, where the name is preceded by “ to the order of ”; 
whether it is possible to render an “ order ”’ bill not nego- 
tiable. Although these points, which were raised in some 
form or other by counsel, must have been in the mind of 
the Court, they were, unfortunately for the student, not 
subjected to close analysis or discussion. It may be 
that the judgment would have been easier to understand 
if these points had been treated more fully. 


“ Not Negotiable” 

As was stated in THE BANKER for June last, stress 
seems to have been laid on the “ not negotiable ” crossing 
to the virtual exclusion of the word “ only.” From the 
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point of view of the law, the cart seems to have been put 
before the horse. It may be that effect has been given 
to the intentions of the drawers, a proper and fortunate 
thing if it be found that the law provides accordingly. 
And so long as we are dealing with non-statute law, that 
desirable state of affairs can be achieved which permits 
such interpretation of the law as will give effect to the 
custom of merchants or the desires of individuals in so far 
as they donotconflict unfairly with the interests of others. 
But when the special branch of law has been laid down 
by statute, particularly to the extent to which the law 
relating to bills of exchange has been codified, we get 
at once a completely different position. What is said 
by statute may, by reason of what is left unsaid, have 
a restricting or prohibiting influence. Can a positive 
statement of law be read into a statute which does not 
contain it, unless by way of interpretation? The Bills 
of Exchange Act, 1882, is very positive in what it says 
concerning the “ not negotiable ” crossing. In particular, 
the words must be tied to a crossing—either two trans- 
verse parallel lines or the name of a banker—before they 
can be operative; and crossings are tied to cheques, bills 
of exchange drawn on a banker payable on demand. 
How, then, can it be said that such words or such a 
crossing, when not placed on a cheque, can have any 
effect? The Court’s attitude to them implied that they 
could be given no statutory meaning and that they must 
be understood to mean just what they said. It is surely 
not sufficient or logical to interpret them from the stand- 
point of the intentions of the drawers, persons quite 
ignorant—in the majority of cases—of the meaning of 
their action, persons for whom the Act provides a means 
of achieving the same result? Can they be allowed in 
their ignorance to graft on to a statute something which 
the legislature has not approved, which, on the most 
reasonable interpretation, it has impliedly excluded? 

It is submitted that for purposes of the case, neither 
this whole crossing, nor the words “ not negotiable,” can 
be regarded as of any effect whatever. 

The decision is the more curious because the drawers 
could give effect, in a manner provided for by the 
Statute, to their (presumed) intention to restrict the nego- 
tiability of the instrument—and in fact did so by drawing 
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in favour of the Irish Casing Company only. Accord- 
ing to s. 8(1) of the Act, 

“ When a bill contains words prohibiting transfer 
or indicating an intention that it should not be trans- 
ferable, it is valid as between the parties thereto, but 
is not negotiabie.”’ 

The Court of Appeal, adhering to the view that the 
words “not negotiable” expressed the intention of the 
drawers, thought that these words alone were sufficient 
to bring the case within the section, but they did not 
seem to find that the word “ only ” had the same effect. 
The position was perhaps confused by the fact that the 
bill was drawn payable “‘to the order of”’ the Irish Casing 
Company. Inasense these words are incompatible with 
the word “ only,” but in no sense can they be thought to 
override it. On the contrary, the only reasonable inter- 
pretation is that “ only ” dominates the order to pay and 
that “to the order of” are, as stated by the Court 
of Appeal, merely words of convenience. In this con- 
nection Slesser, L. J., found an artificial interpretation by 
suggesting that they made possible payment to the agent 
of the payees. By s. 8(5) a bill payable to “the order 
of a specified person, and not to him or his order . . . . is 
nevertheless payable to him or his order at his option.” 
This would suggest that there is no distinction between 
the two methods of drawing and that a word prohibiting 
transfer is equally effective with either. Slesser, L. J., 
felt that the instrument in the case was “ not a bill pay- 
able to order within the meaning of the Bills of Exchange 
Act, and must have some lesser, and more conditional, 
effect.” Because of the prohibition on transfer (though 
he was speaking of the words “ not negotiable” and not 
of the word “ only ”) he held that the bill was not payable 
to order within s. 8 at all. 

The decision is undoubtedly right, but it may be 
thought to have been arrived at in an unorthodox way. 
To have an indefeasible title against all parties to the 
bill, including the acceptors, the appellant bank had to 
show that they were holders in due course, but they 
were not holders at all, for they were neither payees nor 
endorsees, nor in possession of a bill payable to bearer. 
A bill payable to the payees only is not payable to 
bearer. 
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The giving a meaning to the words “ not negotiable ” 
is hard to understand for the further reason that they 
appeared between the two transverse parallel lines of 
a crossing. If the point had had to be decided, would 
the Court have held that the crossing without the words 
had any effect in implementing the intention of the 
drawers? And, seeing that it could not be given its 
statutory meaning, what could it be held to imply? 


Whether a bill or not 

Some doubt appeared to be in the mind of Slesser, 
L. J. whether the instrument was a bill or not: “ The bill 
in this case (if it be a bill)....”; “‘ Either the words ‘ not 
negotiable—pay to the order of the Irish Casing Com- 
pany only’ make the whole instrument really no bill at 
all....” Buys. 3, a bill must be drawn to or to the order 
of a specified person or to bearer. Section 8 permits the 
rendering of a bill not negotiable by the addition of 
restricting words. In National Bank v. Silke ([{1801] 
1 O.B. 435) Fry, L. J. suggested that s. 8 provided for 
three types of bill: non-negotiable, order, and bearer. 
Slesser, L. J. went on to say that Fry, L. J. supported his 
“conclusion that in so far as this bill is not negotiable, 


it is not a bill payable to order....” There can be little 
doubt that this is the right view. As Paget says at page 
114 of the 4th edition of his “ Law of Banking”: “It is 


none the less a bill.” 


Can an order bill be rendered not negotiable? 

It was pleaded by the bank in the lower Court that 
where a bill is made out to somebody’s order it could 
never be rendered not negotiable. On this point Lewis, 
J. thought it right to “ point out, as has been pointed out 
to me, that the author of ‘Paget on Banking,’ 4th 
edition, page 114, has adopted that as being the correct 
law. He says that from the section of the Act, it is to 
be deduced, and it is demonstrated, that any bill on 
which the word ‘ bearer’ or ‘ order’ appears or on which 
it is imported by the statute ‘is and remains a negotiable 
bill, and that no words prohibiting transfer or indicating 
an intention that it should not be transferred have any 
place thereon or any effect upon its negotiability.’ ” 

Counsel for the defendants argued (and, according 
to Mr. Justice Lewis, with truth) that the remarks of the 
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Judges in National Bank v. Silke, expressing the same 
view as Paget, were really only dicta. He said that if 
that were the case, then s. 8(1) of the Act could mean 
nothing at all, and Lewis, J. was inclined to agree. But 
is not the effect of the “ dicta” in National Bank v. Silke 
and is not Paget’s view simply that, where you begin with 
a bill of exchange (other than a cheque) which is negoti- 
able, that is to say, which is not restricted at the time it 
is drawn, it cannot, by the addition of restricting words, 
be rendered not negotiable? Any restricting words 
placed on the instrument subsequently would be added 
by someone other than the drawer, otherwise the bill 
would be non-negotiable in its origin. This would 
affect the operation of the bill as drawn and would con- 
stitute a material alteration; but the alteration would 
not be apparent, and thus, if the bill got into the hands 
of a holder in due course, that holder could, by s. 64(1), 
avail himself of the bill as if it had not been altered— 
as if it were fully negotiable. The instrument in the case 
under discussion was drawn so as to be not negotiable, 
and would seem to be outside the above argument. 


Intention of the Parties 

Finally, in the Court of Appeal decision, much stress 
was laid on the intention of the parties. It was thought 
that the drawers intended the bill not to be a negotiable 
instrument and that the drawees accepted the instrument 
on that basis. This may be true of the first, but is hardly 
likely of the second. To say that it is true of the second 
would suggest that the drawees accepted the instrument 
as an actionable acknowledgment of their debt to the 
drawers, knowing that they would have the right to 
set off against that debt any later debt which the drawers 
might incur to them. It would moreover credit the 
drawees with a knowledge of negotiable instruments’ law 
which few merchants possess. Nevertheless the Court 
had no option but to decide on the instrument as they 


found it. 
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The London Clearing Moves 
House 


HE subject of the photograph opposite is in its 
way something of an historical occasion. For 
more than a century a stream of bank runners has 
been arriving at the door of the premises in Post Office 
Court which the London Clearing House has occupied 
since 1833. Our photograph shows the arrival of the 
very last messenger on February 18, the day on which 
the Clearing House left these premises to take up 
temporary quarters in Stafford House, pending the 
completion of the new building at the junction of Lombard 
Street and King William Street which is to house not only 
the Clearing House but also the Institute of Bankers, 
the British Bankers Association and other bodies. 

The premises in Post Office Court have not, of course, 
seen the development of the Clearing House from its 
earliest days, for the clearing system has now been in 
existence in an organized form for about 170 years. 
For the first few years after 1770 the clearing was carried 
out in a room at the “ Five Bells”’ in Dove Court, 
Lombard Street. It then moved to a private house next 
door, and later a room was taken in Lloyds Coffee House, 
Abchurch Lane. Still one more removal took place 
(in 1805) to a room belonging to Messrs. Smith, Payne & 
Smiths, adjacent to their premises in No. 1, Lombard 
Street, before the Clearing House finally settled down in 
Post Office Court. 

Although the clearing system was fairly well developed 
before the final move took place, the Post Office Court 
premises have nevertheless seen considerable changes. 
It was not until 1854 that the feud between the private 
bankers and the new joint-stock banks was resolved by 
the admission of the latter to the clearing. Four years 
later the establishment took place of the country yi 
clearing; and it was only in 1864 that the Bank ol 
England was admitted to the clearing for its outward 
collections. 

In the course of years the totals passing through the 
Clearing House have grown to astronomical totals, a 
development which has only been made possible in the 
present century by the use of adding machines, of which 
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the House now employs some 270. Last vear the grand 
total amounted to £39,610,229,000, of which town 
62,1 


clearings accounted for £33 22,000, a decrease of 
7°7 per cent. on the 1937 figure. The largest total ever 


1 
cleared Was £ 282,000,000 on June 30, 1930. 


Life Assurance in 1938 
By F. G. Culmer 


c N HE virility of ordinary life assurance is manifested 
in a remarkable way by the new business figures 
of the Home Offices for 1938. The total net sums 

assured by 55 offices was £240,224,186, which is only 
£.7,081,613 less than the corresponding total for the peak 
year of 1937, and in the exceptional circumstances of 
last year this is an amazingly good result. Prior to the 
crisis, the depression in trade and the uncertainty of the 
political outlook retarded to a considerable degree the 
normal progress of life assurance business, and in the 
fall of the year, when the life offices are usually engaged 
in a big business drive, people were more concerned with 
political events than with life assurance. 

In such conditions the wonder is that the decline in 
the volume of life assurance was not greater. It is evident 
that the value of life assurance, both in its protective 
element and from an investment aspect, is becoming 
recognized by the public in general. There is no doubt 
that the Family Income type of policy has done a very 
great deal in recent years to encourage a new kind of 
popularity for life assurance as a safeguard for the home, 
and in particular to cause people to think of capital more 
in terms of income. On the economical basis of the 
Family Income plan, there are now facilities in plenty 
for providing incomes for men and women after reaching 
the age of 65, and they are clearly destined to become 
increasingly popular in the future. 

With-profit assurance continues to play an important 
part in present-day affairs. With such unfavourable in- 
vestment conditions on the Stock Exchange as last vear, 
the non-depreciable security of a life policy was calcu- 
lated to appeal to the investor. There is something un- 
usually attractive in a tax-free, short-term, with-profit, 
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endowment assurance, which offers a superior yield to 
an ordinary investment. Not only does the investor make 
a considerable saving in respect of income-tax and sur- 
tax by taking out such a policy, but with income-tax 
at 5s. 6d. in the #, he is allowed a statutory rebate 
at the rate of 2s. gd. on his premiums, which materially 
enhances the interest yield shown by the capital sum at 
maturity. 

Naturally, the merits of with-profit assurances depend 
largely upon the ability of the life offices to maintain 
their bonuses at something like their present levels. And, 
with continued low rates of interest and the high and 
increased rate of income-tax, this is by no means to be 
regarded as a certainty. It may be pointed out that the 
cost of a bonus is not wholly reflected in the additional 
premium that a policyholder has to pay for his policy. 
It is partly allowed for in the profits accruing to the 
office from interest, mortality and a lower scale of ex- 
penses than was originally bargained for. Interest re- 
venue and a favourable mortality have, in the past, 
proved very remunerative sources of bonus. In recent 
years the decreasing rate of interest has been compen- 
sated for in a great measure by the accompanying appre- 
ciation in capital values, although lately we have seen 
the reverse movements. 

As yet, none of the companies which have made their 
bonus announcements this year has introduced any 
change in rates of allotment. The Scottish Widows, for 
instance, have declared a reversionary bonus for the 
five years 1934-38 at the rate of 42s. per cent. per annum 
compound, which has thus been maintained for a period 
o: fifteen years. The directors, however, have intimated 
that owing to low interest rates and high income-tax, 
the time has come to make some reduction in the rate 
of intermediate bonus. At the same time they point out 
that the uncertainty as to future taxation makes it im- 
possible to fix a rate with any confidence that it will 
remain unchanged during the current quinquennium. 
The position will therefore be reviewed from time to 
time, and for the present the rate of contingent inter- 
mediate bonus to be allowed in respect of current claims 
and surrenders is fixed at 38s. per cent. compound. 

In the following table it will be seen that although 
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30 companies show decreased figures, 24 have exceeded 
their 1937 figures, and 15 have established new high 
records, as compared with 33 in the previous year. 


Net sums Inc. (++) or Dec. 
assured (—) ascompared 
in 1938 with 1937 
£ £ : 
Home OFFICES— | 
Alliance i ..  14,200,0007 - 363,664 | 
Atlas 4,046,000 — 495,000 | 
Beacon 1,291,030 - 58,705 | 
Blackburn - 370,000 48,575 | 
Britannic (ordinary) .. +3,420,000 173,768 | 
British Equitable 869,834 + 35,063 | 
British General 957,801r + 60,427 | 
Caledonian es 2,102,750 63,599 
Clerical, Medical & General. . +2,665,301 — 187,547 
Commercial Union 5,991,320 - 85,203 
Co-operative (ordinary) 3,274,587 185,412 
Eagle Star 10,313,261 151,520 
Equitable Life +2,030,000r 95,016 
Equity & Law Life .. 3,512,000 1,155,175 
Friends’ Provident & Century 2,054,749 197,468 
Genera! Life 2,611,070 232,572 of 
Gresham Life 73,810,000 71,697 Vi 
Guardian Tt, 719, 000 "96,736 N 
Law Union & Rock .. “ 810,470r 204,201 = 
Legal & General (ordinary). . 7,294,100 11,468 th 
Ditto (decreasing 1n 
term & group) 9,271,055 2,011,171 m 
Life Association of Scotlz and. I,721,10Ir 1 IOI,000 ne 
Liverpool & London & G lobe 2,850,000 - 36,475 
Liverpool Victoria (ordinary) 3,571,595 - 237,977 > 
London Assurance 72,679,000 277,153 ef 
London Life +2,700,000 - 8,037 th 
London Scottish 1,588,374 - 308,893 li 
larine & General 563,812 38,470 
Mutual Property 692,487 158,489 Pi 
National Farmers’ Union 676,457" 45,805 to 
National Mutual 1,082,312r a 44,541 at 
National Provident n 2,047,174 - 78,990 Ww 
North British & Mercantile .. 5,326,927 - 292,872 w 
Northern es +1,770,000 - 59,264 
Norwich Union Life .. +1I1,700,0007 am 169,880 
Pearl (ordinary) 8,230,510 — 433,934 a 
Phoenix : +4,950,000 ao 28,526 Pp 
Prudential (ordinary) 28,250,000 — 1,459,064 Vv 
Provident Mutual 3,286,7127r |. 159,551 tt 
Refuge (ordinary) 7,894,877 — 789,771 s} 
Royal .. +5,173,000 + 14,533 os 


{7 Approximate. 


ry Record. N 
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Net sums Inc. (+) or Dec. 
assured (—)ascompared 
in 1938 with 1937 
£ £ 
Royal Exchange Riedl Rohs 4,358,693 — 290,044 
Royal London Mutual (Ordin- 
ary).. is 5,526,053 — 275,325 
Scottish Amicable : 2,333,2339 + 8,943 
Scottish Equitable .. gi 71,830,000 — 92,947 
Scottish Life .. as ai 2,316,749 + 102,681 
Scottish Provident .. ‘i 3,158,519 — 154,467 
Scottish Temperance - 1,574,059 — 29,328 
Scottish Union & National .. 2,539,368 — 1,310,026 
Scottish Widows... ..  15,240,0007 - 193,000 
Standard Life és 5 4,646,720r t 305,546 
Sun Life re id .. 21,659,650 -—- 349,945 
United Kingdom Provident. . 5,116,274r +. 92,882 
University Life : i 340,124r a 56,426 
Wesleyan & General (ordin- 
ary) .. bs a a T,508,122 - 141,811 
Yorkshire .. aa .»  $3,000,0007 a 144,873 
+ Approximate. y Record. 


In magnitude of business transacted, the same five 
offices head the list and in the same order as in the pre- 
vious year, viz. Prudential, Sun Life, Legal and General, 
Norwich Union and Eagle Star. Although the Pruden- 
tial shows a decline of £1,459,064, this is relatively small 
in comparison with the total sum assured of approxi- 
mately £28,250,000. This figure includes overseas busi- 
ness, but excludes group assurance, in which, the com- 
pany states, a considerable increase in new business was 
effected. The large amount of £21,659,650 shown by 
the Sun Life is especially noteworthy, since the Society 
limits its operations to the United Kingdom, the com- 
paratively small decline of £340,945 being attributable 
to a reduction in single-premium business. There was 
actually an increase in the number of policies issued, 
while new records were established in the sums assured 
under whole-life and endowment assurances. 

The Legal and General, as will have been seen, 
achieved a small increase in its ordinary life business, 
partially due, no doubt, to the Society’s decision last 
year to re-introduce policies of the with-profit class. On 
the other hand, decreasing term and group business 
shows a falling off of over £2,000,000, although the total 
remained considerably in excess of £9,000,000. The 
Norwich Union had the most successful year in its 130 
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years’ history, for the approximate new business total of 
£11,700,000 set up a new record. The Eagle Star nearly 
equalled its fine record of the preceding year with an 
aggregate of £10,313,261—this presumably including the 
figures of group insurance, in which the company is 
actively engaged. 

The Standard Life effected a dual record in respect 
of ordinary and group life assurances, the aggregate 
figure passing the six million mark for the first time. The 
company issued last year no fewer than 9,445 ordinary 
life policies, as against 7,979 in 1937. Other record- 
breakers include the Alliance, Scottish Widows, Phoenix, 
United Kingdom Provident, and Yorkshire, all of which 
have made a conspicuous showing. Prominent in our 
table also are the seven-figure declines shown in the totals 
of the Equity and Law and Scottish Union and National. 
The former has hitherto done a very substantial business 
in single-premium assurances, and in 1937 the total single 
premiums amounted to £1,084,200. Owing to the altered 
investment conditions, however, it has not proved so 
attractive, and the main cause of the decline in sums 
assured would appear to be a change in directorial 
policy in this respect. The London and Manchester does 
not conclude its financial year until end-March, but the 
seven other leading ordinary industrial offices all show 
a further decline of £3,511,650 in their new business 
figures, following a fall of £2,478,475 in 1937. However, 
their combined totals make a contribution of £58,401,157 
to the grand total, representing nearly 25 per cent. of the 
whole. 

The downward tendency in annuity business which 
began in 1936 has continued on a progressive scale, as 
the following purchase consideration figures of the four 
specialist offices show :— 


1938 1937 1936 
£ £ 
Equity & Law i ic .. 1,594,821 1,997,555 2,510,226 
Prudential .. és *“ .. 760,000 876,940 1,300,000 
Legal & General “ss .. 1,152,835 1,409,504 1,577,317 
Friends’ Provident & Century +s 940,000 1,130,000 1,248,000 


This decline is welcomed by the offices generally, 
many of which do not encourage this kind of business, 
as it is difficult to invest the purchase money at remv- 
nerative rates under present market conditions. 
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So far as can be ascertained at present, the sums 
assured in the United Kingdom by Dominion offices 
amounted to £14,658,501, which is a decline of £2,388,710 
as compared with the previous year. Several offices 
have not yet announced their figures for the United 
Kingdom, which, when available, will probably have the 
effect of restoring the balance to a considerable extent. 
As will be seen from the following table, the Canadian 
offices generally have had a good year. 


Net sums Inc. (+) or Dec. 


assured (—) as compared 
in 1938 with 1937 
DoMINION OFFICES— £ £ 
African Life .. sa ro .. 15,300,0007 + 200,000 
Ditto U.K. only sa * a 
Australian Mutual Provident .. 22,229,038 — 1,947,620 
Ditto U.K. only ji > ” 
Canada Life .. ies ase . -fII,381,000 -- 61,500 
Ditto U.K. only .. os .. $1,965,000 — 195,000 
Colonial Mutual (Australia). . . . 11,000,000 — 1,750,000 
Ditto U.K. only .. ; .. $2,900,000 — 535,439 
Confederation Life (C anada) .. 19,668,000 t 208,000 
Ditto U.K. only .. wis .. 1,475,000 36,000 
Crown Life of Toronto os .. 16,670,000 + 170,000 
Ditto U.K. only .. on .. 428,000 + 83,000 
Imperial Life of Canada... .+ 15,190,000 + 13,352 
Ditto U.K. only .. a . " 
Manufacturers’ Life of Canz ada «+ £2,037,623 — 523,791 
Ditto U.K. only .. . 1,105,2947 -- 37,635 
Mutual Life & Citizens of Australia. tt 8,233, ooor + 74,646 
Ditto U.K. only . hs ° 
National Mutual of Australasia. $11,518,813 — 674,508 
Ditto U.K. only .. .. $1,777,656 — 127,323 
Southern Life Association of Africa 1 ™ 
Ditto U.K. only .. v a 339,551 — 35,833 
Sun Life of Canada .. is -- 39,577,050 — 11,696,976 
Ditto U.K. only .. is .. 14,668,000 4. 40,000 
* Not Available. + Approximate. t Gross. 33% r}Record. 


The figures of sums assured published with this article 
make an impressive showing and indicate the success 
with which the life offices are conducting their business; 
but they do not, of course, constitute the whole story. 
When the annual reports are issued a little later, certain 
other important factors will become known, such as the 
mortality experience, the amount and rate of net interest 
earned, and the expense ratio, all of which are vital 
factors in the well-being of a life office. 
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However gilt-edged may fare, it is improbable that 
the progressive fall in the net rate of interest earned on 
the funds will be arrested yet awhile. When security 
values appreciated extensively in previous years, the life 
offices accumulated very substantial hidden reserves. 
When securities depreciate, as they did last year, hidden 
reserves are reduced, but at the same time the companies 
are afforded better opportunities of investing their new 
funds as they become available for investment. Indeed, 
some company chairmen have implied that they would 
welcome a fall in securities for the sake of higher interest 
earnings on new business. Hence the Stock Exchange 
decline of the past 18 months has been by no means an 
unmixed evil for the life companies, and given freedom 
from political disturbances many of them should show 
even better results this year than last. 


Agrarian Policy in Roumania 
By M. Valeriu Bulgariu 


Professor at the University of Iassy and Director of the Instiiute of 
Agrarian Legislation. 

T is needless to point out the advantages to the eco- 
nomic and moral life of a State of a proper organiza- 
tion of the soil devoted to farming. Until the 

middle of last century, the system in Roumania was one 
of large estates, the peasants being merely labourers on 
the landlord’s estate. Small peasant farms were created 
by the first Agrarian Law of 1864, and the small farming 
system has increased and developed as a result of a series 
of later measures, completed by the great agrarian 
reforms of the years 1918-1921. 

To-day, agricultural land in Roumania is divided as 
follows: large estates (i.e. over 100 ha.) amount to 
2,100,750 ha.; medium-sized estates (i.e. from 10 to 100 
ha.) account for 3,329,169 ha.; and small farms (i.e. up 
to 10 ha.) amount to 14,220,957 ha. The State’s reserves 
amount to 483,630 ha. Small peasant property thus 
accounts for more than 7o per cent. of the whole culti- 
vatable area. There are, however, considerable tech- 
nical and economic disadvantages in this distribution, 
because in the majority of cases the holdings are too 
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small, and are usually composed of several detached 
patches of cultivatable soil. Each rural commune pos- 
sesses pastures, a collective property for the use of all 
tillers of the soil .within the limit of its territory. The 
area of communal pasturage in the whole country 
actually covers some million hectares. 

With a view to increasing and improving agricul- 
tural production in Roumania, the Government has, by 
its new agrarian policy, endeavoured to make a complete 
change in the existing conditions. This policy was 
undertaken on the initiative of King Carol II, who calls 
himself “the first farmer in the land,” and it has 
been fully carried out, mainly through the valuable help 
of M. Mitita Constantinescu, Governor of the National 
Bank and Minister of National Economy, and the 
labours of Prof. Ionescu-Sisesti, the Minister of Agri- 
culture. A group of scientific institutes and a number 
of people with experience in social economics are asso- 
ciated in this work. 

It is, of course, by no means easy to change the 
ancient methods and practices of rural life. Roumanian 
statesmen had, therefore, to give equal consideration to 
moral and educational as well as to material and tech- 
nical factors. It is some years ago since Prince Carol’s 
Royal Foundation, under the leadership of Prof. Gusti, 
undertook a large-scale enquiry in the villages. Parties 
of trained young men were sent to study the various 
rural problems on the spot, and sought to improve con- 
ditions of life by teaching the peasants hygiene, agricul- 
ture, zootechnics and the like. The mission of the 
newly-founded social service is that of co-ordinating all 
research data with a view to obtaining positive and 
practical results. Simultaneously a comprehensive pro- 
paganda movement was started in the endeavour to 
organize small farming on rational lines, and to 
encourage owners of medium-sized estates to increase 
the acreage of their holdings. The next aim of the 
Department of Agriculture, which it seeks to attain 
through its administrative organs, as well as through its 
research bureaux, is to use the new agrarian policy to 
increase production, both in quantity and quality. In 
1938, a record harvest was obtained. Technically that 
result was brought about by the national wheat competi- 
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tion, in which small producers won successes far exceed- 
ing those of previous years. The National Bank and the 
Ministry of National Economy have created and 
developed some sound Institutes of Agricultural Credit, 
the chief being the National Institute of Co-operation 
and the Bank of Agriculture. These give a steady im- 
pulse to agricultural production, and aim at securing 
those new markets abroad which Roumanian agricul- 
ture so much needs. Finally the legislative system has 
been completed by measures which give a legal basis 
to the concentration of scattered plots of land belonging 
to small peasants and to the development of middle-sized 
estates. 

The peasants in Roumania as a rule dwell in villages, 
and very few of them live isolated on the ground which 
they cultivate. The average unit of property for the 
class of small farmers does not exceed 3 ha., and this 
area, in most cases, is scattered about in various allot- 
ments. The chief reason for this curious system is the 
apportioning of land in equal parts to all the heirs to a 
property, and so the soil goes on being divided and sub- 
divided from generation to generation. When the great 
land division took place after the war, the Agrarian 
Reform went too far. It assigned land to a very large 
number of villagers, and as a result subsequent succes- 
sive divisions have increased the excessive sub-division 
ofland. Reaction was necessary, and to-day economists 
and sociologists are in favour of the concentration of 
scattered property, a policy adopted by the Govern- 
ment and all its agents. 

Concentration must mean the creation of a unit from 
scattered plots, to become the legal property of one 
owner. From the legal point of view this means a redis- 
tribution of land as between possessors of plots in the 
area subject to land-concentration operations, whereby 
each individual owner obtains a piece of land, if not of 
the same area, at least of the same value as the land he 
has surrendered. The policy on which this concentration 
is based is not collective but individualist. Collective 
organization of farming on large areas of cultivatable 
land is quite different from the concentration carried 
through in Roumania, where, although the surrender of 
land may be compulsory, private ownership is main- 
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tained. Experience showed that in Roumania these 
co-operative forms of cultivation, which were a charac- 
teristic of the old farming partnerships (obstit), which 
existed alongside the former large estates, disappeared 
immediately after the expropriation, and were replaced 
by an extremely individualist system. The old co- 
operative farming partnership was the only way by 
which peasants could obtain land in an era in which 
only large agricultural units were in the market, so that 
they could not obtain land at all except through co-oper- 
ation. After the Agrarian Reform the individual 
character of the Roumanian peasant at once reasserted 
itseli—an interesting development, for it shows that he 
regards the right to landed property from the Latin 
standpoint. 

One of the disadvantages of excessive land division is 
that hundreds of thousands of hectares are removed from 
cultivation because there are too many roads and enclo- 
sures, while some allotments are so small as hardly to 
be cultivatable. It is absolutely necessary in the 
interests of our agriculture to recover as much as possible 
of such areas, to increase the total value of cultivatable 
land and to increase the rural population. That 
means that, once concentration is obtained, the sole 
remaining method of increasing agricultural efficiency is 
to organize both production and distribution. In the 
last few years, the Minister of Agriculture has issued a 
set of regulations to carry out concentration, which were 
drawn up after consulting—at the suggestion of the 
Legislative Agrarian Institute of the University of Iassy 
—Mr. C. D. Koefeld, the well-known Danish expert, and 
Roumanian law now makes land concentration obliga- 
tory in any commune where the majority of land owners 
are in favour of such a course. 

To change a system which had its roots in a long 
tradition is difficult and needs careful planning, and if 
the organizations which are doing the planning and 
carrying out the plan succeed to the full, they will have 
won a striking success. Their task is to stimulate pro- 
gress throughout the whole of the agricultural life and 
to win the co-operation of the majority of those 
employed in it. Land concentration has already been 
carried out as an experiment in several villages in Tran- 
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sylvania, and in every province investigations are being 
made in order to stimulate the local peasants to consent 
to similar measures. 

The putting into practice of a reform of this kind 
requires a lot of time and very great tact, for complex 
and varied problems have to be solved in each locality. 
Also, as Roumanian agriculture must work for export, 
and is continuously controlled by world prices, output 
for home consumption is too limited for aught but 
gradual improvement. Simultaneously with concentra- 
tion the Government seeks to facilitate the forming of 
middle-sized estates of at least 1o ha. in area, making 
these indivisible so that there can be no relapse into 
sub-dividing. The State has taken to itself the right of 
acquiring any land which is for sale. It gives preference 
in the purchase and distribution of land to farmers 
adjoining it, in order that small properties may be 
enlarged and concentration attained, even through 
private purchase. Tax reductions and important credits 
are granted to induce such purchases and make this 
scheme successful. The Government is also carrying 
through a comprehensive land survey. 

H.M. the King, in his New Year’s message—which 
outlined Roumania’s future policy—laid special empha- 
sis on the importance of agriculture, and declared that 
by a series of well-thought-out measures the agricultural, 
technical and professional level of the still unorganized 
mass of landowners which came, and is coming, into 
being in Roumania as a result of radical agrarian 
reforms, should be raised. The best means of achieving 
this so long as the system is one of private ownership 
is to put an end to sub-division of holdings, to concen- 
trate scattered properties and to increase the number of 
rich peasants with sufficiently large holdings to enable 
them to produce profitably. The keynote of this policy 
is concentration and the encouragement of middle-sized 
properties. As a result it will become possible to in- 
crease and improve production without increasing the 
total cultivatable land, and, what is in the long run more 
important, to confer on the peasant those moral and 
social improvements which always result from a sound 
administration of agriculture. 
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The Scottish Banks’ Note Issue 
By C. J. Shimmins 
S is well known, the Scottish banks have carefully 
A preserved their right to issue notes, and although 
concentration of the note issue in the Central 
Bank is now an axiom of efficient credit and currency 
control, there does not appear to be much danger of the 
Scottish banks losing this privilege. One reason is that 
the Government already draws a considerable profit 
from the note issue in the form of licences and stamp 
duties. What is possibly more important is that the 
Scottish bank note has become ingrained as almost a 
distinctive feature of the Scottish character. There was 
one attempt to prohibit the Scottish £1 note in 1826, but 
the overwhelming volume of indignation of the Scottish 
people, so nobly expressed in the “ Letters of Malachi 
Malagrowther ” (Sir Walter Scott), proved too much, and 
the proposal was dropped. 

Even in earlier days, the Scottish note issue was rela- 
tively free from the restrictive legislation which was 
applied to the English country bankers. In the dawn 
of Scottish banking, the issue of notes was open to all 
and sundry, and in practice notes of trivial denomina- 
tions were even issued by the larger merchants and shop- 
keepers. Some of the smaller merchants, jealous of the 
advantages which the issue of these notes conferred, and 
to encourage the public prejudice, printed lampoon 
notes, of which the following is an example :— 

No... Glasgow, January 16, 1765. 
WE SWARM. 
(Figs. of Three Wasps). 


I, JoHN Bracc, Cashier for ANDW. WHITECOCK, 
Duncan, Dick AND CompPaANy, Bankers in Glasgow, 
having powers from them, Promise to pay to THos. 
TatLor, or the Bearer on demand, ONE PENNY STER- 
LING, or in option of the Directors, THREE BALLADs, 
Six days after a demand; and, for ascertaining the 
Demand and Option of the Directors, the Accomptant 
and one of the Tellers of the Bank are hereby ordered to 
mark and sign this note on the back thereof. By Order 
of the Court of Directors. 

ANDW. WHITECOCK. JOHN BRAGG. 
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It will be noted that the note bears what was known as 
the “option clause.” This arose because of the antago- 
nism of the two old banks, the Bank of Scotland and the 
Royal Bank, which in order to embarrass each other 
collected a large number of notes and then presented 
them for payment in specie. To counter this, the Bank 
of Scotland inserted an option clause whereby the notes 
were payable at the bank’s option, on demand, or six 
months later with interest at 5 per cent. Naturally, all 
note issuers found this system convenient and most pro- 
fitable, and in a very short time the country was inun- 
dated with these notes. The essence of a good currency 
is convertibility, and legislation was passed in 1765 pro- 
hibiting the issue of notes under £1 and abolishing the 
option clause. This was the first important legislation 
affecting the Scottish note issue, and apart from other 
statutes relating to licences and stamp duties, there was 
no further legislation until 1845, the Act of which, witha 
few important amendments, now governs the note issue. 

The Act provided that the right of issue, which had 
previously belonged to any person, was limited to those 
banks which had issued notes for the year prior to May I, 
1845, and which had intimated their desire to continue. 
The average circulation of each Bank for the year up to 
1845 was ascertained, and without more ado a certificate 
was granted to each bank stating the amount of notes 
which might be issued without holding gold and silver 
as cover, this amount being known as the “ authorized 
circulation.” No new banks of issue were allowed, but 
in the case of an amalgamation the united bank could 
retain the circulations of both banks, and this explains 
why the Union Bank has the largest authorized circu- 
lation. Any excess note issue had to be covered by gold 
and silver coin (the latter not to exceed one-quarter of 
the amount of gold coin) based on an average note cir- 
culation of four weeks. Since 1845, the most important 
legislation affecting the Scottish note issue was that of 
the Currency and Bank Notes Act, 1928, which provided 
that Bank of England notes may be held as security for 
the excess note issue instead of gold, and that the cover 
may be held at any two approved offices instead of at 
the head office or principal place of business under the 
1845 Act. The Act of 1928 also provided that Bank of 
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England notes of £1 and ros. were legal tender in Scot- 
land, but notes of £5 and upwards are not recognized as 
legal tender, an omission that might be amended. 

While the profits of the Issue Department of the Bank 
of England go to the Treasury, it is a controversial point 
whether the Scottish banks derive a profit from their 
note issues. In the early days, before deposit banking 
was developed, it was regarded as a basic principle that 
the right of note issue was essential to successful banking. 
The policy in these days was to issue as many notes as 
possible and hope for a dilatory return, but, unfortu- 
nately, some banks issued beyond the legitimate limits, 
as seen in the sad failures of Douglas, Heron and Com- 
pany and the Western Bank. The anecdotes of the re- 
nowned Robert Carrick, manager of the Ship Bank, are 
legion, and although he has been described as the most 
maligned banker in Glasgow, his ability and shrewdness 
weathered the many financial storms of his day. It is 
said that Robin intentionally developed a banking con- 
nection with the Highland Drovers, as when they took 
away the notes of the Ship Bank it was a long time 
before they found their way back to Glasgow! 

The Scottish banks pay stamp duty at the rate of 
8s. 4d. per cent. per annum, based on the average amount 
of notes in circulation each half-year.* Licences are 
also required for the issue of notes. As regards offices 
opened before May, 1844, only four licences are required, 
but after that date a separate licence is required for each 
branch opened in a town where the bank is not already 
represented. Each licence costs £30, and the cost for 
each of the Scottish banks varies from £3-6,000. Against 
these charges must be set off the profit on the amount of 
the authorized circulation, which is really a loan bearing 
no interest; as regards the excess note issue Bank of 
England notes must be held as cover and the banks 
usually arrange to have a certain amount of notes ear- 
marked at the Bank of England for this purpose. 

Apart from any question of profit, the great advantage 
of the Scottish banks’ right of note issue 1s that it has en- 





* To minimize this tax the banks hold a note exchange immediately 
after the close of business on Saturdays, although in the Cities only 
large notes are exchanged. 
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abled them to open many branches in rural areas. If each 
new branch had to be stocked with Bank of England 
notes, on which interest is lost, many of the branches in 
the Highlands and Islands would never have been 
opened. The total of authorized circulations is £2,676,350, 
while the total circulation is £23,758,000. The circula- 
tion usually reaches its peak in May and November, and 
is especially low in February. 





Correspondence 


To the Editor of THE BANKER. 
Sir. — 

In his interesting article on “Exchange Account 
Tactics”’ which appeared in your January number, 
Dr. Einzig examines the operations of the Exchange 
Equalization Account in the market for day-to-day 
dollars. Without passing comment on his general thesis, 
I would point out that two of his statements seem to 
require some qualification. 

In the first place, Dr. Einzig mentions the existence 
of a “ discount ”’ on day dollars as opposed to a premium 
on forward dollars. It would appear that an error of 
terminology has appeared here, since it is common 
knowledge in the foreign exchange market that day-to- 
day dollars have been quoted at a premium during the 
whole period that longer-dated dollars have remained at 
a premium. 

In the second place, your contributor states that 
“only a few specialized dealers are aware of the 
existence of a day dollar market.” While the implica- 
tions of this remark are, broadly speaking, correct, in 
that dealings on a day-to-day basis are normally re- 
stricted to certain institutions whose large dollar and 
sterling positions require continuous adjustment, yet it 
would be exaggeration to attribute ignorance of the 
existence of this market to other dealers in the London 
market and elsewhere. The fact that the market is a 
narrow one is an explanation of its more sensitive price 
movements as compared with those of the longer-dated 
market, since the day-to-day market tends to reflect 
rapidly the relative short and long dollar positions of the 
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principal dealers and the general monetary conditions 
prevailing. 
I am, dear Sir, 
Yours faithfully, 
L. J. H. Dark. 


Dr. Einzig writes:—In my article I maintained that 
“only a few specialized dealers are aware of the 
existence of a day dollar market.” Possibly this may 
have been exaggeration, but one of Mr. Dark’s remarks 
conveys the impression that even he is not quite clear of 
the nature of that market. He states that “ day-to-day 
dollars have been quoted at a premium during the whole 
period that Jonger-dated doliars have remained at a 
premium ” (the italics are mine). What he has in mind 
is presumably forward dollars for one day, that is, 
dollars to be delivered one day after spot dollars are due 
to be delivered; day dollars, however, are due to be 
delivered one day before spot dollars are due to be de- 
livered. While day dollars are due on the day after the 
conclusion of the deal, spot dollars are due on the second 
day, and one day’s forward dollars on the third day. 
If forward dollars, whether for one day or for longer 
dates, are at a premium (that is, they cost more than 
spot dollars) it is evident that day dollars, which 
have to be delivered even earlier than spot dollars, 
should cost less than spot dollars and should be at a 
discount. At times of speculative activity, speculators 
buy forward dollars, but they sell day dollars in 
order to liquidate long positions created through the 
speculative purchase of spot dollars. It stands to 
reason, therefore, that when forward dollars are at a 
premium day dollars are at a discount. If the foreign 
exchange market calls it a premium then there is error 
of terminology, but not on my part. 
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Obituary 


Sir Wilfred Thomson 


The death has taken place of Sir Wilfred Forbes 
Home Thomson, at the age of eighty. He was formerly 
partner of Messrs. Beckett and Co., bankers, who were 
amalgamated with the Westminster Bank in 1921. 


Mr. J. S. Haskell 


Mr. Jacob S. Haskell, chairman of the Eastern Bank, 
has died at the age of eighty-one. He was formerly a 
partner in E. D. Sassoon and Co., of China, retiring from 
that firm in 1920. 


Mr. W. M. Anderson 


The death has occurred of Mr. W. M. Anderson, for- 
merly of the International Banking Corporation and the 
National City Bank of New York. After spending 
many years in the Far Eastern branches, Mr. Anderson 
was appointed manager of the London office of the 
National City Bank of New York in 1923, a post which 
he held until his retirement in 1930. 


Appointments and Retirements 


Bank of New Zealand 


Mr. A. E. Mabin, of Wellington, has been elected a 
shareholders’ representative in the place of the late 
Mr. William Watson. 


British Linen Bank 

In consequence of the death of Mr. J. G. Sewell, joint 
agent at Uddingston branch, Mr. William Duguid, the 
remaining agent, has been appointed sole agent at that 
branch. 


Clydesdale Bank 

The Clydesdale Bank announces the appointment of 
Mr. William Cuthbert as a director. Mr. Cuthbert is 
chairman of the Clyde Shipping Co. Ltd., deputy chair- 
man of the Clyde Navigation Trustees, and this year 
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occupies the office of Lord Dean of Guild of the City of 
Glasgow. 

Mr. Herbert A. Astbury has been elected a director 
in succession to the late Mr. Frederick Hyde. 


Commercial Bank of Australia 


Mr. J. L. Webb has been re-elected chairman of 
directors for 1939. 


Eastern Bank 


Sir James Leigh-Wood has been appointed chairman 
in-succession to the late Mr. J. S. Haskell. Mr. G. E. B. 
Bromley-Martin and Sir Thomas J. Strangman were 
appointed deputy chairmen. 

Sir James is chairman of Scott and Bowne and a 
director of the Commercial Union Assurance Company 
and Ocean Accident and Guarantee Corporation. 

Mr. Bromley-Martin is managing director of Martins 
Bank and a director of the Central Insurance Co., Kodak 
and other companies. 

Sir Thomas Strangman is on the board of Banque 
Belge pour |’Etranger and the Singapore Traction 
Company. 


S. Japhet & Co. 


The Rt. Hon. Sir Felix Cassel, Bt., K.C., in continua- 
tion of the association of the late Sir Ernest Cassel with 
the firm, has joined the board of S. Japhet and Co. Ltd., 
in the place of the late Sir Sidney Peel. 


Lloyds Bank 


Mr. S. O. Hitchcock, from Wimbledon, and Mr. H. 
Askham, from Law Courts, have been appointed 
inspectors at Head Office. 

Mr. W. R. Haynes, from Sloane Square, has been 
appointed sub-manager of Law Courts branch, W.C. 

At Acton branch (also Park Royal branch, N. W.) 
Mr. R. T. Elms, from Wandsworth, has been appointed 
manager. 

Mr. H. R. Tilley, from Steyning, succeeds Mr. J. 
Mackenzie as manager of Burgess Hill branch on the 
retirement of the latter after 43 years’ service. 

On the retirement of Mr. H. F. Hibberd after 
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42 years’ service, Mr. L. H. Middle, from Winscombe, 
has been appointed manager of Cheddar branch. 

Mr. K. E. Hornby, from the Inspection Staff, suc- 
ceeds Mr. A. W. Cocker as sub-manager of Folkestone 
branch (also Tontine Street and West Folkestone 
branch) on the retirement of Mr. Cocker for reasons of 
health after 40 years’ service. 

Mr. T. Boatswain has retired from Glastonbury 
branch after 43 years’ service and is succeeded as 
manager by Mr. C. I. Buckingham, from Bath. 

At Gosford Green branch, Mr. C. Smith, hitherto 
clerk-in-charge, has been appointed manager. Mr. 
F. B. Gardner, from Brook Street, W., becomes manager 
of Sloane Square branch, S.W.; Mr. N. P. Botting, from 
Deal, manager of Steyning branch; Mr. T. H. Chubb, 
from 125, Oxford Street, W., manager of Wandsworth 
branch, S.W.; Mr. E. D. Bailey, from Acton, manager 
of Whitstaple branch, succeeds Mr. E. W. Jesson, who 
has had to relinquish his post on account of illness; Mr. 
H. J. H. Browne, from Wimbledon Hill, becomes 
manager of Wimbledon branch, S.W.; and Mr. A. T. 
Wiltshire, from Coulsdon, manager of Wimbledon Hill 
branch, S.W. 

The retirement of Mr. G. P. M. Doherty from 
Calcutta is announced, he having reached the maximum 
age for active service in India. The retirement is also 
announced of Mr. W. J. W. Paynter, manager of Exeter 
and Topsham branches, owing to ill-health. 


Martins Bank 

Mr. E. C. Shaw, from Kensington High Street branch, 
has been appointed manager of the new branch at 
Berkeley Square. Mr. R. A. Machell, from Tothill Street 
branch, succeeds Mr. Shaw as manager of Kensington 
High Street branch. 
Midland Bank 

The directors of the Midland Bank announce with 
ereat regret the retirement of Mr. W. G. Bradshaw, 
C.B.E., from the office of deputy chairman of the board, 
after 48 years’ service in that post. Mr. Lewis Huth 
Walters has been elected a deputy chairman of the 
Board in succession to Mr. Bradshaw. 

Son of the late Henry Huth Walters, of Ufford, 
Woodbridge, Suffolk, Mr. L. H. Walters was born on 
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February 24, 1872, and joined the staff of Frederick 
Huth and Company in January, 1889, becoming a part- 
ner on January I, 1911. On the amalgamation of the 
firm with the British Overseas Bank he continued for a 
time as advisory director of that Bank. He was a direc- 
tor of the Anglo-Egyptian Bank from i911 until 1925, 
when it became a part of Barclays Bank (D. C. & O.). 
Mr. Walters has been chairman since April, 1932, of the 
Accepting Houses Committee, with which he has been 
intimately connected since its foundation in 1914. He 
was a member of the War Prize Claims Committee from 
1916 until 1923. He is chairman of the Indemnity 
Marine Assurance Company Limited, and a director of 
the General & Commercial Investment Trust Limited. 
He became a director of the London Joint Stock Bank 
in 1917 and a director of the Midland Bank in 1918 when 
the amalgamation with the London Joint Stock Bank 
took place. 

Mr. Bradshaw joined the board of the Central Bank 
of London in 1889 and when that institution amal- 
gamated with the Birmingham and Midland Bank in 
1891 under the title of the London and Midland Bank, 
he became deputy chairman, a post which he has held 
ever since. 


National Bank of Egypt 

Mr. G. F. Padbury has succeeded Mr. J. T. Beaty- 
Pownall as London manager of the National Bank of 
Egypt. Mr. Padbury joined the National Bank of 
Egypt in King William Street 30 years ago. 

Mr. M. P. Way has been appointed assistant 
manager. 


National Discount Company 
Sir Sigismund F. Mendl has been appointed chair- 
man of the National Discount Company for the year. 
Mr. Seymour S. Johnson is retiring after 39 years’ 
service, and Mr. Wilfred Shepherd has been appointed 
secretary and chief accountant in his place. 


North of Scotland Bank 


Mr. Herbert A. Astbury has been elected a director 
of the North of Scotland Bank in succession to the late 
Mr. Frederick Hyde. 
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Swiss Bank Corporation 


Mr. Harry W. Comfort, hitherto sub-manager at the 
London office, has been appointed a deputy manager. 


Union Bank of Scotland 


At Lothian Road branch, Edinburgh, Mr. Thomas 
Martin, agent at Hunter Square branch, Edinburgh, will 
be associated as joint agent with Mr. Alexander Terras, 
the present agent. 

In succession to Mr. Martin, Mr. Andrew Kay, agent 
at North Merchiston branch, Edinburgh, has _ been 
appointed agent at Hunter Square branch, Edinburgh. 

Mr. David Laidlaw, accountant at Norton Park 
branch, Edinburgh, has been appointed agent in suc- 
cession to Mr. Kay at North Merchiston branch, Edin- 
burgh. 


New Branches 


Banque Nationale pour le Commerce et I’Industrie 


The London branch of the Banque Nationale pour le 
Commerce et |’Industrie held a reception to celebrate its 
opening, at which a representative gathering from bank- 
ing and business houses was present. M. Henri 
Pouyanne, the London manager (former financial 
attaché to the French Embassy) and Mr. G. D. Cotton, 
assistant manager, received the guests. 

A number of officials from Paris attended, including 
M. Jules Guiraud, the chairman, formerly a joint 
governor of the Bank of France. 

The London branch is at 3, Abchurch Yard, E.C., 
and, although the bank has 800 offices in France, this is 
its first foreign branch. 


Chartered Bank of India, Australia and China 


The Chartered Bank of India, Australia and China 
announce that, owing to their absorption of the P. & O. 
Banking Corporation Ltd., the offices of the latter at 
117-122, Leadenhall Street, E.C.3, and their West End 
office at 14-16, Cockspur Street, S.W.1, will be carried 
on as branches of the Chartered Bank from now on. 
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Books 


INTERNATIONAL Economics. By P. T. ELLSWORTH. 
(New York, 1938. London: Macmillan & Co. 
Price 18s. net.) 


Dr. ELLSwWorTH’s book is a useful contribution to 
the growing literature specializing in the international 
aspects of economics. A large part of the book deals 
with the theory of international trade and with practical 
questions relating to the free-trade v. protection con- 
troversy. It contains, however, much material which is 
useful for the student of banking. There are several 
chapters on practical foreign exchange problems, and 
the author has devoted much attention to exchange 
control and clearing. Regarding the latter he is less 
dogmatic than many academic economists, even though 
he insists on regarding exchange clearing as a purely 
temporary expedient. 
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THE EVOLUTION OF FINANCE CAPITALISM. By GEORGE W. 
Epwarps. (New York, 1938. London: Long- 
mans Green & Co. Price 18s. net.) 


Tuts book describes the growth of modern finance 
capitalism from the close of the Napoleonic Wars to our 
days. It pays special attention to the factor of armament 
expenditure and war expenditure upon the development 
of the financial system and uses the technique of applied 
finance to gain an understanding of pressing social 
problems. Although conditions in the United States are 
dealt with in great detail, Professor Edwards also 
examines the evolution of the financial system in various 
European countries and Japan. The book analyzes the 
causes of the system’s instability, the nature of the 
recurring cycles, and the effects of Government 
intervention. 


Money To Burn. By Horace Coon. (New York, 1038. 
London: Longmans Green & Co. Price 18s. net.) 
Everypopy has heard about the beneficial activities 
of the Rockefeller and Carnegie foundations, and little 
has hitherto been published to suggest that the donors 
have any motive other than pure philanthropy. The 
author of this book contends, however, that they serve 
the purpose of defending vested interests and maintain- 
ing the existing financial status quo. In some 
instances, he claims, they are a good advertisement for 
the business interests of the donors. In every instance, 
the foundations are able to influence the trend of educa- 
tion and scientific research to an unsuspected extent. 
The book points out that the foundations are above the 
law, but there is a tendency on the part of the Federal 
Government to take over their work. 


INcoME TAX EXPLAINED. By K. ApLarp CoLes and 
Joun Macponatp. Second Edition. (London, 

1938: Jordan & Sons. Price 5s. net.) 
Tue fact that this book was reprinted two months 
after its publication and that a new edition was brought 
out ten months later, speaks well for its qualities, con- 
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sidering the large number of books published on income 
tax. It explains the technicalities of the subject in a 
clear and easily readable language. With a praise- 
worthy economy of space the subject is well covered in 
175 pages. Examples are freely used to explain difficult 
and doubtful points. 


HARRAP’S STANDARD FRENCH AND ENGLISH DICTIONARY. 
Part II (English-French). Edited by J. E. 
Mansion. (London, 1939: George G. Harrap & 
Co., Ltd. Price, bound in buckram £3 3s. net; 
with thumb-index, £3 6s. net; bound in half- 
morocco, with or without thumb-index, £4 4s. 
net.) 


THIS volume completes a work that has taken twenty 
years to compile and has cost over £60,000 to produce. 
It is the first French dictionary to deal fully with com- 
mercial, radio, motoring, engineering, naval and military 
and other technical terms. Words and phrases are trans- 
lated into the current idiom of to-day instead of into out- 
of-date phraseology. The English-French volume con- 
tains no less than 1,520 pages as compared with 928 pages 
in the French-English volume, and should be invaluable 
to bankers and business men. 


THE Economic BULLETIN. A QUARTERLY REVIEW OF 
INDUSTRY AND TRADE. Under the General 
Editorship of Professor J. H. Jones, M.A. 
(London, 1939: Gee & Co. Price 12s. 6d. per 
annum.) 

THE first issue was reviewed in our columns a year 
ago and now the first number of the second year has just 
been issued, in which economic movements in the most 
important countries are discussed. Of particular interest 
are articles entitled “ The Industrial Outlook ” and “ The 
Finance of War and Rearmament.” 
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American’ Business Prospects 


By Our Correspondent 


S the recent slackening in business activity in the 
] United States the beginning of a fresh recession 

or merely a temporary check to the recovery move- 
ment? Opinion in the financial community is strongly 
divided. At the annual meetings of the big Wall Street 
banks, those presiding officers who ventured a forecast 
all declared that the outlook was favourable for business 
improvement. To a considerable extent, however, they 
seemed to base this opinion upon the theory that business 
men in general would be “ encouraged’ to expand by 
the circumstance that President Roosevelt had suffered a 
set-back at the last election and that Congress is showing 
some signs of wanting to display its independence of the 
Chief Executive. There has been among big bankers 
and industrialists a good deal of talk of this “‘ new spirit ’ 
which is said to have been evoked by the cheering signs 
of Mr. Roosevelt’s diminished prestige; but there has 
as yet been very little evidence that the “ new spirit ’’ is 
producing anything concrete in the way of increased 
business enterprise. On the contrary, there are some 
indications that business men and financiers who are in 
a position to do so are inclined to hold back as much as 
ever in the belief that if they can wait it out they will be 
tid of the New Deal by 1940. 

Those who do not take much stock in the theory that 
a set-back for Mr. Roosevelt is likely to result in in- 
creased business activity are inclined to be sceptical 
about the immediate outlook. From a strictly economic 
standpoint there is every reason to look forward to 
an increasing prosperity. As favourable pointers one 
may cite the overwhelming abundance of cheap money ; 
the enormously enlarged means of payment; the rela- 
tively low prices; the great unsatisfied demand for 
goods in the large domestic market; the fact that the 
current phase of the business cycle appears to be that of 
recovery in a fairly early stage; that although the 
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Government’s debt is large, private indebtedness is 
relatively small. But in the face of these and many 
other circumstances which in a favourable framework 
could lead to a business expansion of boom proportions, 
there exists a very general spirit of discouragement, 
bewilderment and resentment on the part of the directors 
and principal executives of virtually all the larger 
business enterprises. And now, in addition to the 
vexatious uncertainties which confront them at home, 
business men in the United States feel themselves 
oppressed by Europe’s increasing threat of war. 

In this uncertain situation it is not surprising that 
the question of continued or even enlarged pump- 
priming expenditures by the Government is becoming 
once more a paramount issue. Marriner S. Eccles, 
chairman of the board of governors of the Federal 
Reserve System, a strong and consistent advocate of 
pump-priming, has been waging an active campaign, 
through speeches and the exchange of open letters with 
administration critics, in defence of Government deficit 
financing. His theory is that there is “no practical 
alternative except to sustain purchasing power through 
public employment until private employment substan- 
tially increases.” 

Mr. Eccles claims to be as much in favour of a balanced 
budget as anyone, but he contends that the only way to 
balance the budget is to increase the national income 
to a point at which the tax yield rises to the equivalent 
of the Government’s expenditures. A balanced budget 
cannot be achieved by cutting expenditures. President 
Roosevelt has accepted this position as his own, virtually 
abandoning all pretence of any intention to seek a 
balanced budget through reduction of Government spend- 
ing. By taking this stand, the New Dealers have offered 
a fairly clear-cut political issue on the question whether 
continued heavy deficit financing, or an effort to economize 
and balance the budget, is more conducive to sound 
business recovery. Since it is abundantly clear that the 
budget is now out of control and that the party in power 
cannot possibly bring it under control, the spending issue 
may prove the major question of the 1940 elections. 

U.S. BANKING AND EXCHANGE 

The first few weeks of the year have brought an 

accelerated falling-off in the loans and investments of the 
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commercial banks. Deposits, however, have continued 
to rise under the influence of deficit financing and gold 
imports. The following table shows the position of the 


reporting member banks of the Federal Reserve System 
in 101 leading cities of the country :— 


(In millions of dollars) 


Increase or decrease since 
Jan. 18, Dec. 28, Jan. 19, 


1939 1938 1938 

Demand deposits adjusted .. ~» 20,524 +138 + 1,637 
Deposits of foreign banks nF re 541 + 22 + 120 
Total loans and investments .. a 2S AKO —209 + I55 
Commercial, industrial and agricultural 

loans .. sca a e bie 3,789 — 54 — 649 
Loans to brokers and dealers . . bs 826 —22 + % 
U.S. Governments, direct and indirec 9,915 — 83 + 642 
Other securities os ‘a -» 3,235 +14 + 312 
Reserves os oe oe os 7,545 +488  +1,898 


The volume of commercial loans is now smaller than 
at any time since the current statistical series began in 
May, 1937. As nearly as can be judged on the basis of 
figures that are only roughly comparable, business loans 
of the banks are, in fact, as small to-day as they were 
around the low point of the depression. The volume as 
reported by the member banks in Iot cities continued to 
shrink in the first half of last year until it reached its 
“seasonal low”’ at $3,865,000,000 on August 3. The 
seasonal expansion in borrowings lifted the total only to 
$3,924,000,000 on October 12. In the decline which has 
ensued since October the loans figure has now fallen 
considerably under the midsummer low of last year. 

The decline in holdings of Government securities 
reported by the banks is a temporary phenomenon. As 
a means of avoiding certain taxes, especially a tax on 
bank deposits levied in Illinois on April 1, corporations 
have been purchasing the recent weekly issues of Treasury 
bills which will run past the tax dates. Three of these 
weekly bill issues actually sold at a negative interest rate 
and others went at infinitesimal discounts. The banks 
were therefore unable to replace all their maturing 
holdings. 

Adjusted demand deposits have continued to expand 
to record proportions, the increase over a year ago being 
in excess of 10 per cent. The tendency of foreign banks 
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to increase their balances in the United States has been 
shown in a rise in the deposits of foreign institutions 
reported by the member banks. 

Gold continues to come into the United States at a 
fairly steady pace, although not with the overwhelming 
rush that was seen last autumn. Final figures for 1938 
show total imports of $1,979,457,000 gold and exports 
of $5,889,000, an excess of imports of $I :973,568,000. It 
is interesting to note that of the year’s imports about 
$1I,000,000,000 was sent here by the official stabilization 
funds or by Governments. Furthermore, the total imports 
were more than $200,000,000 in excess of the net increase 
in the country’s monetary gold stocks in the year, 
indicating that a large part of the gold sent here last year 
was not sold to the United States Treasury but was 
placed under earmark for the account of the foreign 
Governments sending it. This was, of course, notably 
true of the large shipments received from some of the 
‘“neutral’’ countries, such as Sweden, which shifted 
considerable amounts of gold from London to New York 
last year. 

As had been forecast, President Roosevelt has asked 
for the extension until January 15, 1941, of the authority 
under which the United States stabilization fund is 
operated and of the discretionary power of the President 
further to reduce the gold content of the dollar. These 
emergency powers will expire on June 30, unless extended. 
The prevailing opinion in financial circles is that the 
powers will be extended without much question by 
Congress. Rather paradoxically, a very considerable 
number of bankers who are ordinarily staunch advocates 
of stabilization and of return to a permanent gold standard 
now favour extension of the President’s power to devalue 
further, on the ground that the position of the pound 
sterling is now so uncertain that it would be unwise to 
attempt to fix the value of the dollar irrevocably. In 
general, opinion here is bearish on the pound, and in the 
circumstances the recent large transfer of gold from the 
Bank of England to the Exchange Equalization Account 
did not impress the market very much. It was taken 
to mean merely that for the moment the British authori- 
ties had decided to support the pound aggressively. 
Some of the other measures taken to support sterling, 
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such as the Bank of England’s warning to the banks 
against facilitating speculation in American securities, 
which was followed by heavy London sales on the New 
York Stock Exchange in the fourth week of January, 
naturally did not do anything to improve sentiment with 
respect to sterling. 








French Recovery Makes Headway 
By M. Mitzakis 


HE improvement in the monetary, budgetary and 
sh economic situation became further consolidated 
in France during January, 1939, in spite of the 
uncertainties of the international political outlook. On 
the money market, the easy trend became further 
accentuated, thanks to repatriations of capital, which 
proceeded slowly but more systematically than was the 
case in May, 1938, after the last devaluation of the franc. 
According to well-informed estimates, the total of re- 
patriations since the beginning of November reached 
about 15 milliard francs, leading to a corresponding 
increase in the official gold and foreign exchange reserve. 
In the sphere of public finance there are distinct signs 

of improvement. Taxation receipts in December 
showed an increase of 25 per cent. compared with 
December, 1937. In one single month normal revenue 
amounted to 4,980 million francs, equal to the. whole 
annual pre-war budget. Direct taxation alone yielded 
35 per cent. more than in December, 1937. These cir- 
cumstances enabled the Finance Ministry somewhat to 
relax fiscal pressure. Exemptions were granted in 
favour of new enterprise, and in favour of capital 
investment for the modernization of existing enterprise. 
Thanks to these new arrangements, it has become 
possible for industrial undertakings to renew their plants. 
Although there was a slight increase in unemploy- 
ment during January, there were signs of an improve- 
ment of trade. There was an increase in the number 
of truck loads transported during January; the output 
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of coal, textiles, and motor cars increased; wr the trade 
balance improved, as is shown by the following table :— 
(in thousands of francs) 


By VALUE 1938 1937 
Imports - oe Pa i ae 45,981,163 42,390,885 
Exports aie ua ‘i or .. 30,585,730 23,938,653 
Excess of imports .. ia bs -. 15,395,433 18,452,232 
Total trade .. es oe ua .. 76,566,893 66,329,538 
(in thousands of tons) 
By WEIGHT 1938 1937 
Imports i is bis rv wi 47,155 57,405 
Exports a ia aa as is 26,986 30,3609 
Excess of imports .. ky oy is 20,169 27,030 
Total Trade .. as és c + 74,141 87,774 


The visible trade balance showed a deficit of 
15 milliards, which means an improvement of some 
3 milliard against 1937. Allowing for the depreciation 
of the franc, the gold equivalent of the deficit contracted 
to a much larger degree during 1938. Moreover, in 1938 
4 milliard of the deficit was ‘in telation to the French 
colonies, compared with only 34 milliard francs in 1937. 
Further, the percentage of the deficit to total imports 
declined from 43 to 33 per cent. 


The only unfavourable feature in the economic situa- 
tion is the slow but uninterrupted rise in prices. This is 
due in part to the devaluation of the franc and in part 
to the growing charges arising from the social legisla- 
tion. In spite of the fact that wages have nearly 
doubled since 1935, it is true to say that, generally 
speaking, the purchasing power of wages—especially i in 
the provinces for agricultural workmen—is less than it 
was in 1935. As for Civil Servants, bank clerks, etc., 
whose salaries have been raised to a much less extent 
than the wages of workmen, the decline in their real 
purchasing power is much more considerable. 


The annual shareholders’ meeting of the Bank of 
France on January 27 provided the Governor, 
M. Fournier, with an opportunity for giving an account 
of the dev elopments during 1938. At the same time, his 
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annual report contained some information regarding the 
effect of the November decrees upon the bank’s profit- 
earning capacity. At the time of the decrees the modifi- 
cations that were introduced brought about a strong 
speculative rise in the Bank of France_ shares. 
M. Fournier dispelled all unjustified hopes by declaring 
that the new arrangement merely offsets profits and 
charges arising from the changes during the last few 
years. It seems that, owing to growing overhead 
charges in respect of personnel, the note-issuing privilege 
is becoming less and less profitable. Since the reform of 
1930, the Bank of France is becoming more and more a 
public department. 

Short-term interest rates declined in January by 
} to 4 per cent., though the turnover remained low. On 
the other hand, the rates of Bons la Défense Nationale 
remained unchanged at 3} since December 12, while 
Treasury Bill rates remained also unchanged in 
January. 

End of Endof End of 
Nov. Dec. Jan. 

1938 1938 1939 


O/ 


/O /O 

Bank of France rediscount rate .. 24 2 2 
Market rate of Bank acceptances 25 2} 2 
Day to day money 2h 2 1} 
Loans on Bons de la Défense Nationale :— 

Market rate for 1 month 2} 2k 13 

Market rate for 3 months 2? 28 2} 
Loans on Securities :— 

Rate on the Parquet .. us i 3 23 } 

Rate on the Coulisse .. ee oe 7 52 5} 


The latest Bank return shows a substantial decline 
in discounts, which, from 16 milliards in October, de- 
clined to 8 milliards. On the liabilities side there was a 
decline of current accounts by about 3 milliards, against 
which there was some increase in the note circulation, 
so that the net decline in sight liabilities was 2 milliards. 
The reserve ratio advanced to 62.50 per cent., against 
— per cent. at the time of the revaluation of the gold 
stock. 
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(in millions of francs) 
End of Endof End of 
Nov. Dec. Jan. 


1938 1938 1939 


ASSETS 
Gold Reserve és - e ee 87,264 87,264 87,265 
Foreign Exchange. . dis wis - 863 798 741 
Discounts (total) .. én a - 11,463 9,68 7,716 
Advances on securities .. - aa 3,832 3,61% 3,512 
Advances up to 30 days .. ay cs 1,721 443 687 
Loans to the State as re me 10,000 10,000 10,000 
Provisional advances to the State es 20,627 20,627 20,627 
LIABILITIES 
Note circulation .. ‘6 es ss 109,467 110,934 111,855 
Currency and deposit accounts :— 35,558 30,656 27,770 
Treasury < i - as 3,531 2,838 2,603 
Caisse Autonome s a - 2,231 2,222 2,231 
Private accounts “6 ‘a - 29,680 25,397 22,721 


Sight liabilities ..  . 
Percentage of gold cover. 

After rising at intervals for some time, the Paris 
Bourse declined at the beginning of February to a level 
10 per cent. below that of December. This was due 
to international political uncertainties, owing to which 
the investing public adopted a reserved attitude. 


145,025 141,591 139,624 
60-17% 61°63% 62-50% 


SPAIN 


End-War Banking Problems 


- [ci capture of Barcelona by General Franco’s army 
did not materially change the situation regarding 
banking relations with Spain. The Barcelona 

offices of leading Spanish banks, which have hitherto been 
under Republican law, have notified their London 
banking correspondents that they are now prepared to 
resume relations subject to regulations prevailing in 
Nationalist Spain. Should the resistance of Madrid to 
General Franco’s attack prove to be a prolonged one, it is 
probable that the Spanish banks which established new 
head offices in Burgos will transfer their head offices to 
Barcelona, that being by far the most important commer- 
cial centre of the country. Since, however, it is widely 
expected that before long General Franco will acquire 
control over Madrid, no such change is made for the time 
being, as the banks expect to be able to resume the control 
of their Madrid head offices shortly. 
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With the unification of Spain, whether through agree- 
ment or armed conquest of the Republican territories, the 
legal complications arising from conflicting claims by the 
Madrid and Burgos offices of the Bank of Spain and other 
Spanish banks will automatically cease. Thus, the 
deposit which is at present blocked at Martins Bank and 
the gold held by the Bank of France which is subject to 
involved litigation will become automatically released 
and will be placed at the free disposal of the Bank of 
Spain. Similarly, other gold assets transferred to France 
by the Catalonian Army will be surrendered to the Bank of 
Spain as soon as France has recognized General Franco’s 
Government. Although no information is available, it is 
believed that the Bank of Spain will be able to retrieve a 
fairly substantial amount of its gold reserve. 

At the same time, the banking and commercial credits 
due to this country under the Anglo-Spanish Clearing 
Agreement of 1936, and the banking credits due outside 
the Clearing Agreement, will have to be settled. As is 
well known, during 1936 and 1937 the Republican 
authorities made some payments, but no further payment 
was forthcoming for a long time. An amount of some 
{1,500,000 has been accumulated in London by the 
Clearing Office, and after the termination of the civil 
war the method of its distribution among the commercial 
and banking creditors will have to be decided upon. 
Total claims are believed to amount to about £4,000,000. 
Presumably the uncovered part of this amount will be 
repaid gradually through a resumption of the Clearing 
Agreement, or through some form of consolidation, with 
the collaboration of the British authorities. It seems 
probable that, provided that the Nationalist Government 
will be able to emancipate itself from Italian and German 
control, credits will be granted to Spain under the Export 
Guarantee scheme, in order to assist in the work of recon- 
struction. 


Swedish Bank Results 


CONSIDERABLE number of Swedish joint- 
A stock banks have now published their annual 
reports, which reveal a more or less uniform 
development during 1938. With aggregate assets 
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totalling kr. 1,521 millions, the Svenska Handelsbanken 
still holds the first place among Swedish joint-stock 
banks. Its advances have risen during the year by kr. 81 
millions to kr. 1,173 millions. Of gross earnings of 
kr. 37.3 millions, profits on interest account for kr. 25.7 
millions (24.5 millions) and commissions and exchange 
profits for kr. 8.6 millions (9.5 millions). Current ex- 
penses have increased by kr. 500,000 to kr. 19.9 millions, 
provision to meet bad debts absorbs kr. 1.9 million 
and provision for taxes takes kr. 3.9 millions. After this 
net profits are struck at kr. 11.6 millions. The Board 
proposes to maintain the dividend of 9 per cent., which 
absorbs kr. 8.1 millions, to transfer kr. 3 millions to the 
special reserve and to carry forward kr. 1.2 million. 

The Goeteborgs Bank can look back on an excep- 
tionally satisfactory year. Thanks to the general 
liquidity of the money market, deposits have naturally 
increased, but in spite of the increasing difficulties of 
finding employment for new money the bank has been 
able substantially to increase its earning assets. The 
domestic bill portfolio has risen from kr. 85 millions to 
kr. 89 millions and advances from kr. 255 millions to 
kr. 268 millions. At the same time cash has increased 
to kr. 17 millions, against kr. 12 millions a year ago. 
Gross earnings for the year total kr. 12.6 millions, which 
is exactly the same amount as a year ago. Of this total, 
kr. 8.8. millions stand for profits on interest (kr. 8.2 
millions for 1937), while commissions and exchange 
profits have declined from kr. 3.5 millions to kr. 3.2 
millions. After deduction of current expenses and 
provision for depreciation, net profits amount to kr. 4.5 
millions, which enables the Board to pay a dividend of 
5 per cent. on preference stock and ordinary shares, to 
transfer kr. 1 million to the legal reserve and kr. 1 million 
to the special reserve, leaving a balance of kr. 0.2 million 
to be carried forward. 

During the month under review total deposits of the 
Swedish joint-stock banks have risen from kr. 4,260 
millions to kr. 4,368 millions, largely owing to the 
crediting of interest on long-term deposits. Against this 
increase in deposits there is a decline in aggregate 
advances by kr. 30 millions to kr. 4,310 millions, due 
mainly to a seasonal contraction in the domestic bill 


wu © Gem =} O OD 


= Ps 








INTERNATIONAL BANKING 373 


portfolio. Cash holdings are kr. 120 millions higher at 
a total of kr. 721 millions, of which kr. 583 millions are 
sight deposits at the Bank of Sweden. Aggregate claims 
of Swedish banks against foreign banks and customers 
amount to kr. 367 millions against a foreign indebtedness 
of kr. 381 millions, thus leaving a debit balance of kr. 14 
millions. As foreign assets of the Bank of Sweden on 
January 31 stood at 694 millions, the net foreign assets 
of the whole system amount to kr. 680 millions. During 
January the Bank of Sweden bought gold for kr. 21 
millions, which brings the gold reserve to kr. 729 
millions. 


ITALY 


Large amounts of lire notes continue to arrive from 
East Africa, mainly through the intermediary of Djibouti 
or Aden. Notwithstanding strict control of the frontier, 
these notes are smuggled back to Italy. Owing to the 
operation of clearing agreements and exchange control the 
proceeds cannot be used for payment for goods exported, 
but they can be sold to Italian emigrants desirous of 
making remittances at a favourable rate, or to Italians 
who had failed to declare their foreign assets and are now 
desirous of repatriating some of those assets without being 
caught by the Italian authorities. The notes of small 
denomination are bought by tourists, as they are allowed 
to take with them a small amount when visiting Italy. 
Contrary to its original intentions, the Bank of Italy has 
not yet issued special notes for the exclusive use of 
Abyssinia, which would not be valid in Italy, and which 
could not therefore be smuggled back to the Motherland. 
The Italian experience with lira notes indicates the 
difficulties of enforcing exchange restrictions by countries 
which possess colonies and which want to retain their own 
currencies in their colonies. 

The New York office of the Banca Commerciale 
Italiana has ceded its deposit business to the Manufactur- 
ers’ Trust Co. of New York. The total deposits involved 
amount to about $73 million. The Banca Commerciale 
established in 1924 an affiliate under the name of Banca 
Commerciale Italiana Trust Company, with branches in 
Boston and Philadelphia. These two branches were 
liquidated in 1937 and 1938, and now the New York 
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office of the affiliate will also be liquidated. The New 
York office of the Banca Commerciale itself will remain, 
however, in existence for the purpose of transacting 
international business with the bank’s Italian branches 
and with its various affiliates situated in Ig countries. 


POLAND 

The statutes of the Bank Polski have been changed in 
order to increase the elasticity of the note issue and to 
provide for the possibility of an expansion. Until now 
the legal minimum of the gold and foreign exchange 
reserve was 30 per cent. of the note issue. Henceforth 
no cover will be provided for the first 800 million zloty, 
and 40 per cent. for the issue in excess of that figure. 
In case of need the amount which does not require note 
cover can be increased to 1,200 million zloty. A change 
had to be made, as during the September crisis the actual 
note issue increased and the reserve ratio declined below 
30 per cent. On the basis of the existing state of affairs 
the new arrangement will enable the Bank Polski to 
increase its note issue by 700 million zloty should it be- 
come necessary. 

NORWAY 

The special agreement concluded between the Bank of 
Norway and Den Norske Creditbank was ended this 
month at the latter’s request. The agreement dates from 
1932, when the Bank of Norway assumed responsibility 
for the solvency of the Norske Creditbank and the 
Bergens Privatbank, and thus helped them over tempor- 
ary difficulties. The arrangement was of great import- 
ance at the time, owing to the widespread interests 
attached to the maintenance of the two banks. In the 
meantime, however, the necessity for special guarantee 
ceased to exist. 

CHILE 

Owing to the extensive damages and disorganization 
caused by the earthquake, a moratorium until February 24 
has been declared on all banking, commercial and other 
liabilities. The extent of the damage to Chilean and 
foreign bank branches in the areas affected cannot as yet 
be estimated. In several towns it has become possible to 
reopen some branches for limited business. 
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Eastern Banking Notes 

T is of interest to note that when the Bank of 

| England’s gold holdings are revalued in accordance 

with the provisions of the Currency and Bank 
Notes Bill, 1939, the Reserve Bank of India and the 
Reserve Bank of New Zealand will be the only Central 
Banks within the Empire whose weekly Statements re- 
main unaffected by the variation in the price of gold 
from its old parity value. 

The Reserve Bank of New Zealand, it will be remem- 
bered, took over the gold holding of the New Zealand 
Trading Banks at £3 17s. 103d. per ounce standard in 
1934 instead of at the then current price of gold, and its 
holdings to-day, which stand at about N.Z. £2,800,000, 
consist mainly of sovereigns, which are taken into the 
Bank’s books at face value. 

The Commonwealth Bank of Australia and the Bank 
of Canada have adopted a valuation of their gold assets 
based on the current market price of gold, and the South 
African Reserve Bank, while valuing its gold holdings 
at the statutory price of £3 17s. 103d. per standard 
ounce, nevertheless places the difference between the 
taarket price and the statutory price to a suspense “ Gold 
Premium ” account on the assets side oi its balance sheet. 

The Reserve Bank of India’s gold holdings, which 
were taken over from the Government on the formation 
of the Bank, amount to Rs. 41.5 crores in India and 
Rs. 2.87 crores in England, valued at the statutory price 
of 8.47512 grains of fine gold per rupee, which is equiva- 
lent to the old Mint price of rupees 21-3 annas, Io pies 
per tola, or £3 17s. 104d. per ounce standard. A re- 
valuation at the current price of gold, viz., 148s. per 
ounce standard, would thus show a profit of about 
£23,000,000. 

Whether this would belong to the Government or to 
the Bank has not yet been decided, but the report of the 
Committee on Reserve Bank Legislation in 1933 recom- 
mended that if possible any profit accruing from a re- 
valuation of the gold holdings should be devoted to some 
currency purpose, preferably, and not be available for 
budgetary requirements. It would thus possibly be 
quite legitimate to utilize this profit should it be needed 
for the purposes of defending the present rupee ratio of 
Is. 6d. to the rupee, though it should be noted that 
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Section 33 (2) of the Reserve Bank of India Act pre- 
scribes that the gold holding of the Issue Department 
shall not at any ume be less than Rs. 40 crores in value. 
Though the Reserve Bank of India fulfils the functions 
of a Central Bank in Burma also, it has been provided 
that in the event of the present monetary arrangements 
between the two countries being terminated the Issue 
Department of the Reserve Bank shall forthwith transfer 
to the Governor of Burma assets, including gold coin and 
bullion, which at their statutory valuation are of such 
ageregate amount as is equal to the liability which the 
Governor would assume for bank notes circulating and 
payable in Burma at that date. Any decision to revalue 
the gold holdings of the Reserve Bank of India would 
not, however, affect the Burma Government until that 
eventuality arose. 
CHINA 

Considering the extent of the chaos caused by the 
prolonged warfare, the efforts of Chinese debtors to meet 
their labilities are worth recognizing. Most foreign 
banks operating in China have been able to reduce their 
commitments to a remarkable degree. Nor did Chinese 
banks suffer unduly as a result of defaults and losses on 
bad debts. The number and extent of Chinese bank 
suspensions since the outbreak of the war has been 
relatively moderate. Several banks which closed their 
doors during the early phases of the war have succeeded 
in reorganizing themselves and reopened for business. 
Among others, the Heng Lee Bank of Shanghai and the 
Kiangsu Bank of Shanghai resumed business. On the 
other hand, the Union Commercial Bank of Shanghai was 
forced to close its doors in October last. It was founded 
in 1925 with a capital of 500,000 dollars, which was later 
increased to 1,000,000 dollars. At the time of its closure 
its total deposits amounted to 120,000 dollars only. 


British Relief Fund for Chile 


Contributions to the British Relief Fund, which has 
been opened at Santiago de Chile, as a practical expres- 
sion of British sympathy with Chile in the recent earth- 
quake disaster, may be sent to the British Relief Fund at 
the Head Office of the Bank of London and South 
— Limited, 6, 7 and 8 Tokenhouse Yard, London, 

A 





=== 





Correspondent 


Banks 


A CENTURY’S accumulated experience and con- 





servative progress have qualified the Westminster Bank to 
offer its characteristic services as a London correspondent 


to foreign and colonial business establishments. 





ITS BRANCHES form a wide network extending over 
the whole country, and the services of the entire system 
are available to clients abroad, so that with a minimum 


of formality and delay, arrangements can be made for 





the payment of Drafts, Letters of Credit, or Cheques, in 


any part of the British Isles 


CONVERSELY, with a few unimportant exceptions, 
there is no country in the world possessing a marketable 
currency in which the Westminster Bank does not main- 
tain current accounts, through which it can effect world- 


wide transfers of funds with the utmost dispatch 


THE FOREIGN EXCHANGE DEPARTMENT 
is kept in direct touch with the market by means o! a 
private telephone exchange of a highly modernized type, 
which ensures that no order or inquiry from abroad is 


held up on account of the congestion of business 


BANKS OR MERCHANT HOUSES wishing to 
establish a London connexion are nvited to communicate 


with the Manager 
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WESTMINST 
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I 


Foreign Branch Office: 44 Lothbury, Loadon, .C.2 











——__ 








378 
THE ECONOMIC POSITION OF ESTONIA | 





AND THE BUDGET FOR 1939-40 - 

N the 24th January, Monsieur L. Sepp, Minister of fat 
Economic Affairs of Estonia, presented to the cul 
Parliament the Budget for 1939-40. Th 

The Minister, in his speech, reviewed the budgetary wh 
figures, announced the intentions of the Government in the of 
fields of agriculture and industry, and surveyed the general the 
position of the economic life of the country and its future tre 
outlook. Ta 
The Budget for 1939-40 is balanced at Ekr. 105,878,187, 4 
being thus 2.4 per cent. in excess of the main and supple- she 
mentary Budgets of 1938-39. The higher estimates are _ 
due principally to the greater outlay on the defence ser- lar 
vices, which absorbs 24.1 per cent. of the total expendi- we 


ture. Increases in expenditure are also foreseen in 4 
respect of road improvements, renovation of rolling stock, o 


bridge building, for raising the standard in the mechaniza- nal 
tion of agriculture and for education and social welfare. pose 
Certain plans for the erection of new public buildings to i 
house Governmental institutions have also been adopted pig 
by the Government. To promote the development of ~ 
agriculture provision is made in the Budget for the oe 
stabilization of prices of agricultural products, conversion te 
of grasslands into cultivated meadows, establishment of the 
testing stations, extension of the supply of electricity to 
the country districts, and for facilitating the sale of bricks pete 

. « 


and drain pipes to the agricultural community at moderate ws 
prices. The Government feel that funds should be avail- Th 
able to guarantee that agriculture should not lag behind 


the general progress and that the conditions of life and = 
labour on the land should come up to the level of those in ia 


other economic spheres. With regard to industrial de- the 
velopments, it is not the policy of the Government to make 


Rate ens) 
further investments. New industrial undertakings, such as ial 
phosphate, rubber and plywood factories are contem- a 
plated, but these enterprises will be financed by private pe 
groups. Exploitation of the rich phosphate deposits dis- r~ 

eter Hegr eae sin ‘estitnedians ai Stat 
covered in Estonia is a further step towards utilization 0 re 
the natural resources of the country following the expan- 
sion of the oil shale industry. ry 
M. L. Sepp was able to give a favourable account of po 
the economic conditions of Estonia in general. The year Ty 
1938 was a prosperous one for agriculture, production : 
“me cies 
reaching a record figure. Although the rye crop was poe 
lighter, the yield of wheat and fodder crops was consider- ng 


ably above the ten-year average. The abundance of 
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ESTONIA—cont. 


feeding stuffs provides a good basis for successful dairy 
farming in the first part of 1939. The profits from agri- 
culture in 1938 proved to be a record for the last ten years. 
The wages of agricultural workers rose by 9 per cent., 
which was one of the. positive and pleasing achievements 
of the year. The outlook for agriculture in Estonia is on 
the whole satisfactory. In industry, likewise, the upward 
trend was continued both in production and employment. 
Taking 1927-31 as 100, the index of industrial output rose 
to 150 in 1938, a record level. The shale-oil industry has 
shown a particularly rapid expansion. Timber and its 
associated industries suffered a setback in 1938, this being 
largely attributable to the market conditions, which, how- 
ever, showed a certain improvement at the close of the 
year. There is every reason to hope that industrial pro- 
duction will maintain its high level in 1939. Banking, 
naturally, could not fail to be ‘influenced by the favourable 
conditions in other spheres of economic activity. Deposits 
rose in the larger banks and at the end of 1938 were 14 per 
cent. higher than in the previous year, advances showing 
a smaller rise, In consequence of which the balance sheets 
are generally healthier. The cash reserves in banks are 
larger, and the mutual indebtedness and indebtedness to 
the Bank of Estonia have been reduced. Shipping ex- 
perienced a decline in 1938, due chiefly to the sharp fall in 
freight rates. The forezgn trade of Estonia ended with a 
small adverse balance in 1938. This, however, calls for 
no anxiety, since the balance of payments breaks even. 
The import surplus in foreign trade may be regarded as 
an indication of the buoyancy of the national economy. 

On the revenue side, no new or increased taxes are en- 
visaged by the Minister of Economic Affairs, in view of 
the fact that the sound economic position of the country 
ensures that the estimates of revenue will be realized. The 
yield from the spirit monopoly is expected to be smaller 
on account of the measures taken to curtail the hours of 
sale of alcohol. Higher receipts are anticipated from the 
State-controlled industries, mainly from the timber 
industry. 

M. L. Sepp stated that the prospects for the economic 
life of Estonia are satisfactory and enable the country to 
enter upon the new budgetary year with confidence. 

The inner strength of our economic life and its tenden- 
cies,” concluded the Minister, “are clear and active to 
such an extent that there should be no grounds at present 
for unnecessary fear or pessimism. 
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Some Lloyds Branches 


By Professor C. H. Reilly 


HERE are only three recent branches of Lloyds 
Bank to consider this time, together with a rather 
interesting one, especially as a survival of a past 
school of thought, put up at Ely fifteen years ago. This 
was somehow missed in this series of articles, though 
they stretch back to 1926, that is to within two years of 
this branch being built. 

This Ely bank, although only fifteen years old, looks 
so like a Victorian building that it is in a way more in- 
teresting than the three current branches. Let us begin 
then with it. 

It will be seen at once that it is a big, substantial 
affair by a very competent, if not an inspired, architect. 
Without a plan it is difficult to say for certain, but it 
would appear from the side entrances in the return street 
that the block contains at least one good-sized house for 
the manager, and perhaps a second for the second-in- 
command, as there appear to be two separate entrances, 
each with a flight of steps balancing one another. 
Farther down the street there is clearly a back door to 
one of these. 

We have two photographs, a straight-ahead view of 
the main front and a diagonal one showing both fronts 
together and the block as a whole. It is strange how 
much pleasanter and more restful the building looks in 
the straight-ahead view than in the general one. In the 
first, one would say it was a goodish building, very care- 
fully detailed in its revived Gothic manner, and in the 
second, a strangely restless affair with too many sharply 
pointed gables and too many serrated stone quoins. 
Perhaps the architect—Mr. H. M. Cautley of Ipswich— 
did not make a perspective view or a model for the study 
of his building as a whole in the solid, but only two 
separate geometrical elevations, and probably, if he were 
an architect of the Gothic school, these were drawn only 
in hard outline without the shadows rendered to show 
the projections of the solids. Otherwise I find it very 
difficult to understand how the man who could compose 
this, of its revived Gothic type, rather charming little 
front, could at the same time give such an unfortunate 
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generaij outline and mass to his building. If one imagines 
the main front with another little Georgian building on 
its other side instead of an open street, one would say, 
from this photograph at any rate, that this was a good 
little bank which had mistakenly been put up in a Gothic 
manner, no doubt out of compliment to the Cathedral. 
To see how mistaken that kind of compliment is one 
has only to look at the little houses to be seen to the right 
up the side street. They are the kind, clearly, with their 
plain Georgian fronts, to make a foil both in size and 
character to the intricacies of the Gothic Cathedral, not 
this modern Gothic building born three hundred years 
out of its time. In another three hundred years, when its 
stone and brick are weather-beaten and worn, and until 
he sees its flank, it is quite possible a future visitor to Ely 
may think it part of the Cathedral buildings which has 
somehow strayed away from the close. If he looks more 
intimately, however, he will see that its mullions are a 
little too thin for real Tudor ones and the moulded cop- 
ings to its gables a little too heavy and pronounced. The 
diagonal lozenge panels in the bay windows, each with 
its Tudor rose, sit, too, a little harshly above and below 
these mullions, each with a point just missing the nearest 
one. The lion’s head, also, if that is what it is, seems 
to project a little too much from the plane in which it 
sits. In spite of being in this pleasant front it belongs 
in spirit to the over-emphatic gables, to the obtrusive 
chimney on the return and to the general spottiness of 
the building as a whole. No, the discreet observer of the 
future, Macaulay’s New Zealander perhaps, will not be 
taken in for long, even if by then the projecting letters 
of the bank’s name have worn off or have been replaced 
by those of the International Soviet of Bankers or who- 
ever the successors to Lloyds may be. 

What, however, interests me most about this building 
is that it is only fifteen years old. It seems to me to be 
the sort of building Sir Aston Webb was designing forty 
years ago and with it winning the applause of most of 
the architectural profession, including my own untutored 
self. We should all have been very excited then over 
this little front, though I do not think even forty years 
ago we could have said much for the return elevation, 
either alone or in conjunction with the front. Perhaps 
the explanation is that there is a twenty-five years time- 
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lag, even in those days of photography, between Ipswich 
and London, not necessarily or always a bad thing. 
As a contrast look at a present-day branch, that at 





em 5) 
: ~~, ai 
* Se ne | 
Vr. J. L. Harpur 
THE CHESTERFIELD BRANCH 


Chesterfield by the late Mr. J. L. Harpur, the Bank’s Bir- 
mingham Building Inspector. What a bald thing it is in 
comparison! Yet this is not at all a bad branch and its 
baldness does not mean the bank is ceasing to spend 
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money op its buildings. The plain ashlar ground-floor 
storey and its cornice with its stones so accurately cut, 
though possibly of imitation stone—one can never tell 
these days from a photograph—and the stone brackets 
and cornice to the first-floor window, are not cheap. The 
baldness represents a tremendous change of taste. Be- 
tween this neo-Georgian building and the neo-Gothic one 
there has been a puritanical rev olution running through 
the country, no doubt due in part to the war, and especi- 
ally evident in such permanent things as buildings. This 
revolution practically precludes the use of ornament and 
in most modern buildings precludes, too, the use of 
several of the architectural features which Mr. Harpur 
allowed himself here. I must say I find it a little difficult 
myself to appreciate and justify his highly-finished first- 
floor window, with its moulded architrave, brackets and 
cornice, next the bald brickwork of the rest of the build- 
ing, without even a cornice to protect it. Why should 
this centre first-floor window and the one above it be 
singled out for special treatment when there is nothing 
anywhere else to echo the curves of its modelled stone- 
work? I am afraid the late Mr. Harpur, like most English 
architects, was not a very logical person. Another little 
illogicality which I find slightly irritating is the omission 
of the vertical bars in the lower quarter of his first- and 
second-floor windows. If he required the division bars 
to give contrast, as in a Georgian building, between the 
rich windows and the plain brickwork, why leave them 
out in the lower portion of the lower sash? If, on the 
other hand, he was a modern stickler for the maximum 
light and air and the largest possible view, why have 
any of the bars been left in? Indeed, why did he have 
Georgian windows at all? This emasculation of Georgian 
architecture, which is going on all over the country, this 
cutting out of all its subtleties, leads nowhere. A modern 
style will not arise by gradually shaving off first one 
Georgian feature, then another. It would have been 
better to have been either more drastic or less drastic, 
to have omitted, for instance, the ground-floor cornice, 
so that the plain band in place of a main cornice echoed 
a plain white ground storey, and to have left out this 
dressing up, quite unfunctionally and arbitrarily, of two 
windows out of twelve, all really alike and all serving 
the same purpose. Yet one must admit that this bank 
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is an attempt within the Georgian convention to give a 
modern feeling. 





Messrs. Hall, Jones & Partners 
THE BRENTWOOD BRANCH 


The Brentwood branch, by Messrs. Hall, Jones and 
Partners of Ealing, follows the same convention, but 
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. with Progress 
ak 
The traditions of a Bank can 


only be maintained by a spirit of 
enterprise and progress. 


Established in 1833, the 
National Provincial Bank has, 
throughout the succeeding years, 
pursued a _ policy which has 
enabled it to keep pace with 
the ever changing financial 


requirements of industry, 
commerce and the private 
individual. 








NATIONAL 
PROVINCIAL 
BANK 


LIMITED 


Head Office : 
15, Bishopsgate, London, E.C. 2 










Affiliated Banks: 
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MILNERS 
SECURITY 





HIS photograph illustrates a Strong 
Room and Manhole Door installed at 


an important London Bank. These doors 
are impervious to every known form of 
attack. Neither drills, explosives nor 
blowpipes can pierce the special new alloy 
armouring and sections of reinforcement 
which are Milners’ patent in form and 
application. Milners’ Strong Room Doors 
are manufactured in a wide range of sizes 
and qualities. Technical experts are always 


available to discuss security problems. 
Catalogues of Safes and Strong Room 


Doors sent on request. 


For over 100 years Milners’ have led the way 
as Bankers’ Engineers and include among 
their clients the Bank of England, the Admi- 
ralty, War Office, H.M.O.W., Crown Agents 
for the Colonies and the principal Banks and 
Insurance Companies throughout the world. 


MILNERS’ SAFE 
COMPANY. LTD. 


once: 12-13, NEWGATE ST, E.C.1 


Office : 
Depots at Glasgow, Liverpool, Manchester, 


Leeds, Bristol, Birmingham, Coventry, Dublin 











388 THE BANKER 


x 


without the dressing up of an upper window and with 
all the bars to the windows left intact. What seems to 
me to be wrong with this little bank is the jazziness of 
the brickwork above the sedateness of the stonework of 
the bank storey. This latter, with its fluting to the 
pilasters between the windows and the way in which the 
whole group of three windows and the doorway is set 
back within a stone frame, is rather effective. It is a 
pity, therefore, there is such a commonplace-looking 
bracket to the cornice appearing at the top left-hand 
corner. 





{rchitect Messrs. Guntor Gunt 


THE SWISS COTTAGE BRANCH 


The Swiss Cottage branch, by Messrs. Gunton and 
Gunton, with its broad bands of plain stone echoing 
heavy stone balconies, and such-like features, belongs so 
much to the block of flats in which the bank is placed 
that it is impossible to judge it apart from the block as a 
whole, and that one cannot see in the photograph. All 
one can say is that the leaded margins to the lower panes 
of the bank windows look a little trifling and thin among 
such boldness as stonework indicates. 
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will secure a substantial sum 
for your retirement. 

A member who assured 

at age 30, on attaining 65 
years of age received 
£790. Moreover, his life 

| was covered for between 

£400 to £790 should he 

have died before reaching 


that age. 
Write NOW for details based on an 
actual policy for your own age. 


THE LARGEST 
BRITISH MUTUAL LIFE OFFICE 


ASSETS EXCEED £112,000,000 


AUSTRALIAN MUTUAL 
PROVIDENT SOCIETY 
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LIFE OFFICE 





Compare this example of a 
Single Premium Endowment 
Assurance. 

Age 45 
Guaranteed Capital Sum in 
15 years or at prior death 
£1455 for a 
Single Payment now of £1000 
(Other amounts in proportion) 


best use of 
Canada’s 
unequalled 


Unrestricted Policies with 
liberal Guaranteed Cash Values 
from 1st year onwards. Issued 
in Sterling or Dollars. 


Apply for full particulars and 
liberal commission terms to 
P. McDonald, Manager. 


THE 


Crown Life Insurance Co. 


Investment 


Opportunities 


(Incorporated in Canada with Limited Liability) 


21-24 COCKSPUR STREET, LONDON, S.W. | 


ef Office for the British Isles xe Phone: WHitchall 3552 
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BUILDING 
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NATIONAL HOUSE 
12-18, MOORGATE, LONDON, E.C.2. MET. 8410 
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Branches and Agenctes throughout the country 
Managing Director: R. Bruce Wycherley, M.C., F.O0.1.8. 
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NEW EDITION 
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COMMERCE 
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NOW READY 
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A 900-page commercial guide 

containing full details of over 
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Directors, Partners. Authentic, 
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cover to cover. 
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INSTITUTE 


2. GRAF IGNATIEFF ST., SOFIA 


Phones: 2-75-72, 2-75-73, 2-75-74 


Cable Address : ** EXPORTIN,” Sofia 









A State Establishment for the encouragement and direction of the 
Bulgarian Export Trade 





QUALITY CONTROL OF EXPORT 
GOODS 





All information concerning the Bulgarian export trade supplied promptly 
and free of charge to all interested. 








For all that concerns the export trade of Bulgaria please refer to the 
Export Institute. 
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The Economic Policy of Bulgaria 
By Boris Nedkoff 


Head of Economic Section, National Bank of Bulgaria 
] j g 


N recent years the economic policy of the Bulgarian 
Governments has had to deal with several important 
problems arising from production and exchange of 

goods within the country. The most important of these 
was the raising of the prices of agricultural products, a 
task made necessary by the disastrous fall in prices from 
the middle of 1929 onwards. Cereals, which represent 
the basic product of Bulgarian agriculture, were most 
affected, and as a result the price-fall had equally 
disastrous effect on the income of the population. The 
farmers had difficulty in meeting their obligations; there 
was a decrease in consumption and in taxation and 
revenue receipts, while an unfavourable balance of trade 
also resulted from the loss in value of the most important 
export goods of the country. The measures taken to 
raise the prices of agricultural produce, especially of 
cereals, were therefore, even although indirecily, of 
great importance for the development of other branches 
of the economic life. These measures provided for State 
intervention in agricultural production and marketing 
and a monopoly was introduced for certain goods. The 
object of these monopolies, however, was only to assist 
certain branches which found themselves in a difficult 
position, and consequently they had, and have, a more 
or less temporary character. In that respect, they differ 
from the State monopolies created towards the end of 
1934 for alcohol and plum raki, tobacco, salt and light 
mineral oils, which were fiscal monopolies and were 
soon abolished in the following year (1935) owing to the 
unfavourable returns they gave to the Treasury and to 
the economic life generally. These measures were, and 
are, applied by the Office for the Purchase and Export 
of Cereals, specially created for that purpose, and by the 
Agricultural and Co-operative Bank of Bulgaria. The 
articles affected were cereals, sunflower seed, tobacco, 
hemp, cotton, rice, silk, cocoons and attar of roses. 

Work was begun at the end of 1930 with the forma- 
tion of the Office for the Purchase and Export of Cereals. 
The task of the Office was to purchase cereals at 
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prices above those prevailing abroad. Part of the 
increased prices were paid to producers during 1930 and 
1931 in the form of bonds which were accepted for the 
payment of taxes. The continuous fall in prices and 
the increasing financial difficulties of the State, however, 
made it necessary to seek other means of covering the 
losses incurred by the Office by the difference in prices 
paid by it to the producers and the export price. For 
this purpose a special tax was imposed in 1932-1933 on 
bread, flour and similar products for internal consump- 
tion, while in the beginning of 1934 a monopoly régime 
was introduced in favour of the Office for wheat, rye and 
meslin, the export losses being covered by the higher 
prices for internal consumption. 

Vith the object of improving the price of sunflower 
seed, the Office was ordered from 1934 to 1937 to make 
purchases of that product. Trading in sunflower seed, 
however, remained free, a special tax being imposed on 
sunflower cake and sunflower seed exported abroad, 
with the object of covering eventual losses resulting from 
higher prices. This régime was abolished by a special 
decree on August 27, 1937. A monopoly was instituted 
in favour of the Agricultural and Co-operative Bank of 
Bulgaria during 1934 for trading in local cotton and 
hemp. Later on, during 1935, the monopoly for trading 
with local hemp was transferred to the Office for the 
Purchase and Export of Cereals and by decree it was 
abolished on August 10, 1936. During 1936, the cotton 
monopoly was transferred to the Office and still exists. 

In 1932, the Agricultural and Co-operative Bank of 
Bulgaria was ordered to buy and sell, on the guarantee 
of the State, silk cocoons from the crop of that year. 
During the following years, the intervention of the bank 
increased, and during 1935 a monopoly in favour of the 
bank for trading in cocoons was introduced. The bank 
was also entrusted with the purchase of unshelled rice 
and rose petals. In order to cover the losses on unshelled 
rice, a special tax was imposed on rice grown for account 
of private persons and firms. The same régime was 
introduced for unshelled rice of the 1934 crop through 
the Office for the Purchase and Export of Cereals. This 
végime remained in force up to April 21, 1937, when it 
was abolished. The purchase and distilling of rose petals 
by the Agricultural and Co-operative Bank of Bulgaria 
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had a double object. On the one hand, to maintain a 
higher price for rose petals, eventual losses being borne 
by the State, and on the other hand to establish an active 
control of the quality of the attar of roses produced and 
exported abroad. This régime remained in force for 
subsequent crops as well. Owing to the decreased 
demand for attar of roses and the necessity to limit its 
production, by means of a special decree issued in 1935 
compensation was provided for the destruction of rose- 
gardens, and the planting of new ones was prohibited. 
The cost of such compensation, together with eventual 
losses incurred by the Agricultural and Co-operative 
Bank of Bulgaria by the purchase and distilling of rose 
petals, is borne by a special fund obtained from taxes on 
rose petals distilled in private distilleries, on attar of roses 
exported abroad by private firms and persons, etc. 

The most important article of export, tobacco, also 
was on several occasions brought under State interven- 
tion. In this case, however, intervention aimed princi- 
pally at relieving the market of unsold stocks of tobacco 
without having recourse to a monopoly or to the main- 
tenance of considerably higher prices. The first step 
was taken in 1932, when the Agricultural and Co-opera- 
tive Bank of Bulgaria was ordered to purchase tobacco 
crops for account of the State, at prices 20 per cent. above 
current market rates. In 1935, by means of a special 
decree, the bank was entrusted with the purchase from 
producers of tobacco remaining unsold, amounting to 
about 800,000 kilograms, at the rate of 20 leva per kilo- 
gram. In 1937, the bank was ordered to buy for account 
of the State up to four million kilograms of tobacco from 
the 1936 crop, while in 1938 the same measure was 
adopted for tobacco in the 1937 crop. Finally, with the 
object of ridding the market of tobacco remaining unex- 
ported from crops up to 1932 inclusive, amounting to 
about five million kilograms, a big compensation 
arrangement providing for the export of tobacco against 
railway and other supplies was concluded in the latter 
half of 1934 with the Central European tobacco régies 
and other industrial concerns. 

Parallel to the measures taken for raising prices pre- 
vailing on the agricultural produce market, efforts were 
also made to organize the export trade in view of its 
paramount importance. With this object in view, a 
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number of trade agreements for payments and for the 
exchange of goods were concluded, particularly recently. 
The importance of these agreements has greatly in- 
creased in the last few years, ‘although it was impossible 
to avoid what is a real drawback, the comparatively 
short periods for which they were concluded. On the 
other hand, v ery serious attention was given to safeguard 
the quality of goods exported, their packing, etc., to con- 
ditions prevailing on foreign markets, to the standing of 
the export firms, etc. Thus, a special law was passed in 
(933 for the organization and control of exports and 
special regulations based on that law fixed methods of 
ensuring the quality of grapes, fruit and vegetables ex- 
ported from the country. The new réginie was systema- 
tized by the formation of the Export Institute, which 
began its work in the beginning of 1935, and by the sub- 
sequent issue of a decree for the organization and control 
of exports and of regulations in connection therewith. 
ihe system is based on the following general principles: 
(1) Exporting firms are allowed to trade on condition that 
the ‘y regularly fulfil their engagements to producers, that 
they possess the necessary experience and knowledge of 
their work, that they export regularly every season a fixed 
minimum of the produce they deal in, that they deposit 
a guarantee, etc. (2) The Export Institute defines, with 
special regulations for each article, the conditions and 
standards which must be observed with regard to quality, 
packing, and other requirements of foreign markets, in 
order to permit export. This supervision is carried out 
by special commissions at the places of despatch and 
export and has been established for grapes, fruit and 
vegetables and articles derived from them, such as 
tomato pulp, etc., eggs, live and slaughtered poultry, 
cattle, meat and articles derived from it, pigs and lard. 
Apart from that, the Export Institute maintains an in- 
formation service for foreign markets by means of its 
representatives abroad, organizes the participation of 
Bulgaria at international exhibitions and fairs, etc. 

The organization of internal trade aiso occupied the 
attention of successive Bulgarian Governments. With 
this object in view, the Artisans’ Decree was approved, 
thus regulating artisan production, and by means of an- 
other decree issued during 1936 internal trade was also 
systematized. During the same year two other special 
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decrees were issued in connection with collective labour 
contracts introdt icing compulsory arbitration with the 
! articipé ation of the State for the solution of all disputes 
between el = lovers cand empl nyees and _ prohibiting 


L 


Dev velopmen nis during the last 2s Ww years made neces- 
ary a revision - the system for er oe local in- 
ustry which had existed since 1qo0. This revision was 

ignt about, on the one hand, oo ‘he favourable con- 

S created b ’ the development of certain branches 

of ial production as a result of the fall in prices 
of raw re and of the restrictions in international 
trade, and on the other as a result of heavier indirect 
rat f loca! industrial production owing to the diffi- 
vhich the Treas sury found itself. Beginning 
all tax-relief granted to industrial undertak- 





ings encouraged by the State was er adually ¢ ibolished, 
and with a decree for indust a4 issued i in 19360 a new 
vésime for the regi ulati ion of ieathasksial nreduction was 


introduced. In order to avoid an unjustified expansion 
in certain branches of industrial production, the new 
system provided for stricter reg sulation in connection 
with the creation of new, and the isons of existing, 
industrial undertakings. The Government also acquired 
= right, on the » recommendation of the Supreme Indus- 
1 Council, to dec! lare a ge neral or regional saturation 
point for a specific branch of industrial production for 


a given period, prohibit ing during the period in question 


the creation of new undertakings and the expansion of 
existing ones in that particular branch. 
Special attention was also paid to communications. 


in that respect, ap art from the construction of new rail- 
way lines, a comprehensive programme for the building 
of roads is bei ‘ing put into execution. It is based on the 
decree for road construction issued towards the end of 
(034, as a result of which sufficient funds were found for 
the creation of a special fund for that purpose. Finally 
electrification os the country was also systematized in the 
miner tes of 1935 with a decree by which several large 
ene 1es have been undertaken. 

As a souls of these measures, favourable prices for a 
whole series of agricultural products were maintained 
during the years when the great economic depression 
was at its lowest, and the income of the agricultural 
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population of the country was increased. During recent 
years, when international trade has improved, Govern- 
ment assistance has resulted in increased agricultural 
production, increased exports and increased foreign 
trade. 


State Finances of Bulgaria 
By Christopher Tzoneff 


Chief Inspector, Ministry of Finance. 


ULGARIAN State finance during the past few 
B years has been slowly but surely consolidated. 
Bulgaria is chiefly an agricultural country in 
which the results of measures taken to balance the 
budget depend above all on good or bad crops, the 
prices of agricultural products and the prospects of 
finding markets for them. In this respect, conditions 
during 1936-37 have been favourable and the possibility 
of realizing financial consolidation has become greater. 
During these years, in comparison with 1932-33, cul- 
tivated areas have increased by 42.8 per cent. for 
tobacco, 106.7 per cent. for industrial plants, 59.1 per 
cent. for vegetables and fruit, 4.4 per cent. for wheat, 
etc.; and exports during 1937 increased to 
5,019,500,000 leva as against 3,382,800,000 leva in 
1932. With an active balance of 729,000,000 leva, the 
favourable trade balance reached a record figure in 
1936. 

Receipts and expenditure in the State Budget, 
including State Railways, were as follows: receipts for 
1935 6,613,900,000 leva; expenditure 6,891,900,000 leva, 
a deficit of 278,000,000 leva; for 1936 receipts 
7,831,000,000 leva; expenditure 7,548,300,000 leva, a 
surplus of 283,000,000 leva; for 1937 receipts 
9,348,100,000 leva; expenditure 8,706,800,000 leva, a 
surplus of 641,300,000 leva. 

On September 30, 1938, the State Debt amounted to 
21,823,985,291 leva, of which 8,819,916,201 leva repre- 
sented internal indebtedness and 13,004,069,000 leva 
foreign indebtedness 

With improving international trade came a series of 
technical measures, which during the last few years have 
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improved the budget position and modernized the fiscal 
legislation. 

In accordance with the recommendations of the 
Finance Committee of the League of Nations, the 
Ministry of Finance introduced in 1935 a new budget 
system on the principle of budgetary unity and gradually 
took over receipts and expenditure of individual funds. 
At the same time, the following new laws were passed; 
Income Tax Act (F ebruary 3, 1930), Customs Act (August 
30, 1930), Excise Law (September 1, 1936), Revenue 
Stamp Act (August I, 1936), etc., the aim of which was 
to obtain greater tax revenue and to reduce formalities 
and trouble caused to taxpayers. The Income Tax Act 
brought in 241,717,893 leva in 1935 and 402,803,627 leva 
for eleven months of 1938; the Excise Law 1,186,004,520 
lev a in 1935 and 1,491,916,838 leva for eleven months of 

138, and the Revenue Stamp Act 285,139,434 leva in 
ii) 035 ‘and 441,830,592 leva for eleven months of 1938. 

The Receipts side of the State Budget is based on 
direct and indirect taxation, with a ratio of I to 4.29 
between the two. As a result of a reform made in the 
Income Tax Act on February 3, 1936, receipts increased, 
and during the past few years the ratio between direct 
and indirect taxation has changed in favour of the 
former. It should not be forgotten that the two main 
direct taxes typical of an agricultural country like Bul- 
garia, i.e. the Land Tax and Buildings Tax, were handed 
over to the municipal councils on January I, 1935, and 
no longer appear in the State Budget. 

Improvement in the financial position has been 
obtained at the cost of a taxation burden which has 
reached its highest possible limit of 30 per cent. of in- 
come, and of severe economy in expenditure, particularly 
in Civil Servants’ salaries, which are among the lowest 
salaries in the country. 

The policy of the present Government and more 
especially that of the Minister of Finance follows the 
orthodox principles of encouraging private initiative, of 
increasing the country’s productive capacity and of 
raising the national income, especially by encouraging 
agricultural production and marketing in order at once 
to create more employment and to increase exports. A 
whole series of measures have been passed on a definite 
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indispensable evolution, and 
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plan to encourage this 
others are on the : point of being pa 
plan still more comprehensive. 
The policy adopted by a suc 
Ministers is based on proved anc 
methods of financial consolidation; experimei 
State monopolies abolished in 1625 are not being, and 
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M. Bojiloff, the present Minister of Finance, declared 
in his speech in Parhament at the opening of the general 
debate on the Siate Bud; set for 1029 that in his financial 
policy | he will not deviate from classical principles, but 
neverthetess will b ar in mind modern conceptions of 


sound fin: ancial State cperations, and there is reason to 
hope that the State finances of Bulgaria will continue the 


consolidation process. 


Bulgarian State Debt 
By Nicholas ee 


General D rector of the Bulgarian Public Debt 


HE position of the Bulgarian State Debt on 

December 31, 1938, was as follows: 

(I.) FOREIGN LOANS. They are the consoli- 
dated pre-war loans—6 per cent. 1892, 5 per cent. 
1902, 5 per cent. 1904, 45 per cent. 19007 and 43 per 
cent. toog—for a total amount* of 9,025 million 


leva and consolidated post-war loans—63 per cent. 
1923 Issue for too million leva, 7 per cent. 1026 


and 72 P ver cent. 1928 for ; 3,650 million leva—for 





1 total 


amount of 3,750 million leva. The uncons olidated loans 
—debt “s the Jonction-Salonique-Constantinople 


~ 


ino] 
; Berlin 


Company, Paris and Dzisconto-Gesellschaft, 
amount to a total sum of 188 million leva. The grand 
total of the foreign debt is 12,963 million leva. 

(II.) INTERNAL Loans.—They are as _ follows 
consolidated om 5 per cent. 1914, 5 per cent. 1921, 


{ 


* The calculation of the quiva alent in leva of the balances of the 
yre-war foreign loans is made on the basis of the percentages of the 


| 

gold franc, provided for in the convention of rst December, 1926, 
concluded betv the Bulgarian Government and the Association 
of foreign bondholders of these loans, for their service up to the expiry 


of the amortization period. 
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5 per cent. 1923, 4 per cent. 1934, 3 per cent. 1930, 
5 per cent. 1930—for a total amount of 2,629 million leva. 

The unconsolidated ones—debt to the National Bank of 

Bulgaria 3,841 million leva, debts to sundry funds, 

institutions, and on Treasury bonds, 2,345 million leva— 

for a total sum of 6,186 million leva, making a grand 

total of 8,815 million leva. Taken together foreign and 
internal loans amount to 21,778 million leva. 

The service for the foreign State loans for 1930 is 
and will continue to be carried out up to the end of tha‘ 
vear on the basis of the agreement reached towards the 
end of November, 1938, between the Bulgarian 
Government on the one hand, and the Committee of 
Foreign Bondholders of pre-war State loans and the 
League of Nations Committee, London, on the other. 
The agreement was published on December 1, 1938. 

The principal provisions of that agreement are as 
follows :— 

The Bulgarian Government will provide in thei 
Budget for 1939 the full annuity for the foreign 
State loans 6 per cent. 1892, 5 per cent. 1902, 5 per cent. 
[Q04, 43 per cent. 1907, 44 per cent. 1Q00, 7 per feed 1926 
and 73 per cent. 1928. 

The provision necessary for the interest service 
in foreign currency for the maturities from January I 
to July 1, 1939, inclusive will be tra nsferred t » the 
extent of 362 per cent., while those for ma vedas 
from July 2, 1939, to January 1, 1040, inclusive, 
together with the instalments payable up to the end of 
1939 for maturities after January 2, 1040, will be trans- 
ferred to the extent of 40 per cent. 

For the pre-war loans of 1892, 902, 1904, 1907 and 
1909, the percentages of the interest to be transferred will 
be calculated on the percentages provided by the agree- 
ment of December 11, 1926, for the years 1930 to 1933. 

Coupons ] paid at 363 per cent. and 4o per cent. will be 
regarded as satisfied by those payments. The Bulgari fan 
Government undertake to hand over in the beginning of 
19390 to the League of Nations C ommissioner in eleacia 
non-interest-bearing Treasury Bills for 61} per cent. of 
the interest both for the 7 per cent. 1026 and os per cent. 
1928 loans and the full amount of the sinking fund. 
These bills will be returned to the Bulgarian Govern- 
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ment at the end of the financial year 1939 when the 
Government have transferred the sums pr ovided for. 

The Bulgarian Government undertake that, if 
they accord more favourable treatment to any other 
foreign obligation due from or guaranteed by the 
Bulgarian State, they will at least accord as favourable 
treatment to all the loans mentioned above. 

The Bulgarian Government undertake to discuss 
with the bondholders’ committees regarding the loans 
service after January I, 1940, at the beginning of 
December, 1930. 


Monetary Problems and Banking 
Development in Bulgaria 


By Dr. Assen Tchakaloff 


Head of Department, National Bank of Bulgaria 


HE general disorganization following the world 

war tested sev erely the whole banking system of 

Bulgaria. The inflation which lasted until the end 

of 1923 considerably depreciated the national currency, 

but Bulgaria succeeded in stopping the inflation process 

quite early. By the middle of 1922 the State budget 

had been balanced and shortly afterwards the de facto 
stabilization oi the currency was accomplished. 

The de facto stabilization was realized towards the 
end of 1923, thanks to the foreign-exchange monopoly 
granted to the National Bank of Bulgaria. Being a 
purely agricultural and debtor country, with exports of 
which more than go per cent. are agricultural products, 
cereals, eggs, etc., Bulgaria’s foreign trade has an exclu- 
sively seasonal character. While exports are more 
active in the autumn, the seasons for imports are spring 
and summer. This fact made it necessary, even before 
any assistance from abroad for stabilization purposes 
was received, to introduce the foreign exchange mono- 
ni ,W hen the National Bank of Bulgaria was given the 
power to fix rates and to sell and buy all foreign ex- 
change necessary to the economic life of the country. 

It was not until the end of 1928 that Bulgaria suc- 

eeded in obtaining, under the auspices of the League of 
N: ations, a 7.5 per cent. stabilization loan, which per- 
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mitted her to effect the legal stabilization of the currency, 
but the exchange monopoly of the National Bank of 
Bulgaria was maintained. 

The main feature at this stage was the power which 
the National Bank had to grant not only short-term 
credits, but — medium- term credits. The Bank had 
even a mortgage department. 

Joint- fae 5 Bee ‘s had attained, at the time of stabili- 
zation, a sufficient development, for they were under the 
control of the big banks with foreign capital and of the 
few Bulgarian ones. The legal stabilization in 1928 
involved the reorganization of the National Bank of 
Bulgaria into a purely central credit institution, and the 
mortgage department, direct credits for more than three 
months, post st accounts under the guarantee of two 
persons and the credits against warrants had to be 
abolished. 

The economic recovery during the years 1926-1929 
and a stabilized currency made conditions propitious for 
a great inflow of foreign credits to the private banks and 
for financial grants to industry for periods exceeding one 
year. During this period the external debt of the 
country rapidly increased. Foreign deposits with private 
banks reached the sum of 3,000 million leva, industrial 
credits amounting to over 2,000 million leva, and 
industrial imports on credit amounted to several milliard 
leva. 

The world economic crisis at the end of 1929 and 
the sharp fall in agricultural prices seriously weakened 
the position of the banks and a large-scale withdrawal of 
foreign credits took p lace. Nevertheless, thanks to the 
stabilization loan, Bulgaria managed to meet her obliga- 
tions until the end of 1931. During these two years she 
repaid a considerable portion of the foreign credits 
granted to private banks, industry and trade. Several 
of the smaller banks, however, had to go into liquidation. 

The financial crisis during the second half of 
1931, which especially affected central Europe, had 
an adverse effect on conditions in Bulgaria, as 
more than half her exports went to Germany, Austria, 
Switzerland and Hungary. The exchange restrictions 
introduced in Germa any, Austria and Hungar y deprived 
Bulgaria of the possibility of receiving free foreign cur- 
rency and forced her to conclude clearing arrangements 
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with these countries. The drain on the foreign exchange 

eserves of Bulgaria obliged her to introduce, at the end 
of 1931, along with a more rigid e: xchange monopoly, 
control regulations for the foreign trade. 

At the end of 1931 the main features of Bulgarian 
monetary policy y were: (1) Quotas on imports; (2) re- 
f usal to grant exchange po the repayment of old foreign 

redits, except where possible for the Bank; and (3) con- 
clusion of arrangements with foreign bond-holders for 


the reduction of the service on the foreign debts. It 


should be noted that Bulgaria did not impose import 
quot as by countries, but adopted the sy stem of indivi- 
cual quotas, by means of which she allowed her forcign 
‘adie to increase with countries with free exchanges. 
Further, as early as 1933 Bulgaria adopted the compen- 
sation system and succeeded in repaying all private 
economic and financial foreign credits. This system, 
introduced five yea US ago, has been extended, with the 
result that at present there are hardly any restrictions on 
quotas and all kinds of payments abroad are a!lowed, 
foreign commercial credits are encouraged and the 
repayment of all sorts of foreign debts is guaranteed. 

As to the settlement of international obligations, 
Bulgaria’s system is based in the first place on clearing 
agreements with such countries as have likewise adopted 
exchange and imports restrictions, as well as on the 

‘stem of compensations, in which cases free currencies 
obtain a a considerable premium, which is regulated by the 
National Bank through its active intervention on the 
market as buyer and seller. At present the premium is 
about 33 per cent. on the official exchange rates of the 
Bank. 

As to the banking system, it should be observe d that 
the “confidence crisis” which succeeded the general 
economic depression resulted in the liquidation and 
merger of a number of smail and weak private banks, 
which were then greater in number than was necessary 
for the credit needs of the country. The numerous small 
provincial banks served cnly to disperse deposits and 
actually made the whole credit system work unsatis- 
factorily. 

At the same time a granting of credits which was 
excessive when compared with ‘the paying capacity of 
the debtors, a capacity reduced in any case by the crisis, 
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compelled the Government to take measures for the 
eranting of relief to debtors. This wasachieved by means 
of an Act, since amended several times, by which part 
of the capital and interest due was written off and the 
total sum due was concentrated into an Amortization 
Office having the right to issue bonds redeemable by the 
State in twenty years. 

This measure for stabilizing the credit of the country 
was accompanied by broader action whereby there was 
a merger of private banks under the supervision of the 
State. The main result of this was the creation of an 
important national credit institution for financing 
industry and trade, namely the Banque Credit Bulgare, 
in which over twenty private banks were merged. At the 
same time, the necessity for a centralized credit policy 
in respect to the co-operatives brought about the fusion 
of the two other important State banks—the Agri- 
cultural Bank of Bulgaria and the Bulgarian Co- 
operative Bank—into the present Agricultural and 
Co-operative Bank of Bulgaria. The creation of an 
institute for State control of private banks in virtue of 
the law for the protection of deposits, and the leading 
part played in this control by the National Bank, 
including the dependence of the rate of interest in the 
open market on the discount rate of the National Bank 
(maximum 3 per cent. over the latter), completed the 
effort to stabilize credit. 

A prominent feature in the present banking situation, 
the consolidation policy of the Government having 
been carried out, is the fact that the number of banks 
has notably diminished and now corresponds to the 
country’s economic needs. The liquidity of the banks 
has been secured and is being maintained by a rational 
and far-seeing investment policy. Thrift has increased 
considerably and is well protected by law. The healthy 
development of banks in Bulgaria is shown by the 
figures overleaf of deposits and assets during the last 
three years. 

it may be observed that deposits show a firm upward 
trend, whereas assets declined during 1937, a fact due in 
a great measure to the transfer of assets to the newly- 
created Amortization Office in connection with the relief 
granted to debtors. If this transfer is taken into account, 
assets would show an increase of about one milliard leva. 
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DEPOSITS 
(average quarterly figures in million leva) 


1935 _ 1936 1937 
Agricultural & Co-op. Bank 6,649°6 7,124°0 7,959°1 
Joint-stock banks .. i 3,243°3 3,261°7 3,259°8 
People’s banks a “a 2,207°5 2,322°0 2,513°3 
Total Pe ‘ia sic 12,1004 12,707°7 13,732°2 

ASSETS 

1935 1936 1937 
Agricultural & Co-op. Bank 6,330°5 6,443°6 5,461-0 
Joint-stock banks .. se 3,637°2 3,573°2 3,548°7 
People’s banks i xs 2,705°7 2,853°3 2,759" 2 
Total ne 12,733°4 12,870°1 11,768: 9 


The country’s banking system has now been re- 
formed, consolidated and rendered capable of satisfying 
the needs of the economic life for short-term credits, 
which are the more liquid, as well as for long-term 
credits, which are needed by big private and public 
industrial and transport enterprises. 


Agriculture in Bulgaria 
By Nicholas Thodoroff 


Governor of the Bulgarian Agricultural and Co-operative Bank 
N Bulgaria there is an arable area of 4,372,367 hec- 
I tares, divided into 11,861,312 properties of different 
dimensions. Of the whole only 285,326 hectares are 
leased for money or on farm-rent, the rest being privately 
owned and cultivated by the owners themselves 
The arable area is divided very unequally with regard 
to quantity among the 884,985 estates :-— 


Groups of 
‘ ' I Arable area Arable area 
estate ac- , 
98 Number Pro- oa 
cording to ¢ os — . ; 
b] ol perties Number 
- are 7e . a -: . 
—_— estates r Area in yA "| Surface 
area in Number of as 
hectares : A 
hectares estates 
— 559,195 | 5,206,708 1,314,310 | 63:1 3°8 30°0 
5-10.. ; 231,911 | 4,319,003)/1,607,643 26:2 30°4 30°8 
10 and more | 93,879 | 2, 335 601)1 450, 414 10°7 19°8 33°2 





884,985 11,861,31214,372,367 1000 | 100°0 | 100°0 


ee 
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There were in I910 3,936,732 hectares of arable area 
for a population of 4,000,000 in 1910. After the wars of 
Ig12-I1918 new measures became necessary in order to 
re-distribute land and to adapt production to satisfy the 
minimum demands of the population, as a great part of 
the most fertile land was taken away from Bulgaria 
while her population increased to 6,000,000. State and 
communal pastures and woods fit for cultivation were 
ploughed. Marshes and fens were drained and even the 
private property of larger landowners was taken over by 
the State. All the land so obtained was distributed 
among 177,000 farmers. Agriculture was intensified, all 
kinds of measures were taken to increase output and to 
give security against any kind of calamity. 

Intensive afforestation was undertaken in order to 
make the climate milder and lessen the damage caused 
by floods. 

As a measure against drought artificial irrigation was 
introduced. Insurance against hail and death of cattle 
was brought in, and finally much has been done to 
regularize ownership. Up to date the lands of 24 villages 
have been registered. 

The most important crops are still the cereals. Among 
them priority is given to corn—I,190,327 hectares or 
31°91 per cent. of the whole land sown and planted 
(3,729°913 hectares). Then comes maize—668,947 ha. or 
17°94 per cent. In 1936 the different crops were divided 
by groups as follows :— 








| {| % of the average 


1936 | 
a ‘9S ___| sown and plant- | Increase or 
| vy ' ed area _ before | decrease in 
Hectares | sown | the wars—1go7- | % 
area | IQII a 
Cereals. . . |2,515,707 | 67°45 70°14 - II*4 
Industrial plants 276,254 7°41 0:69 1-973°9 
Leguminous ,, 52,979 ,°22 I*g0 + I2°6 
/ J 
Potatoes Phe 15,837 0°42 | 0°09 +- 366-6 
Melons ia 39,773 1-07 | 0-82 - 30°4 
Vegetables... 14,410 0°38 0°33 - I5°1 
Fodder-plants.. | 641,590 17°20 16-80 1 2*5 
fsJ / J 
Viney: a ~s | ROZ@rg 2°89 2°59 1 
Rose-gardens .. 5,910 O-10 | 0°25 | = 29 
Orchards 28 25,592 0:68 0-26 |} +I61°5 
Strawberries 37,374 O-or | : | -+100°0 
Mulberry-Trees 3,937 0-10 0:00 ‘- 66:6 


Total .. |3,729,913 | 100-00 100+00 
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Among the industrial _— the most cultivated ones 
are sunflower (166,001 hectares), tobacco (43,013 ha.) and 
cotton (31,474 ha.). 

The tilling of communal lands necessitated the 
restriction of cattle-grazing and new methods of breeding 
were introduced. The number of horses of better breeds, 
which took the place of oxen and bufialoes as harness 
animals was increased. On the small estates cows and 
buffaloes of better breeds replaced the previous harness 
animals and were used as productive animals. Of this 
kind there were 196,073 head in Igto and in 1934 the 
number increased to 302,346. The number of pigs has 
been doubled and that of poultry has been increased 
according to the demand on the market and the profitable- 
ness of breeding. The table below shows the quantity 
of cattle and changes which have taken Place lately : 


Increase or 





Kxind of cattle 193 I9IO ; 
34 decrease in ° 
Horses a tl 531,519 478,222 1 III 
Mules .. as Ke 36,648 12,238 -199°4 
Donkeys ey =i 180,695 118,485 52°5 
Uxen .. oe ov 1,497,624 I,600,363 o7 
3uffaloes wis ni 374,977 412,975 g:2 
Sheep .. aie ws 5,839,492 8,669,260 I'g 
Goats .. mis er 913,088 1,464,719 37°6 
Pigs .. side din QOI,g76 527,311 go:0 
Poultry - .. | 11,813,579 7,511,642 51-2 
Geese aia ae 303,016 400,515 24°I 
Turkeys sa od 333,860 230,673 41°0 
Ducks 321,585 240,020 34°0 





The increase in production is due not only to changes in 
the surface sown, but to a greater extent is the consequence 
of the various agrotechnical measures applied which aim 
at the increase of production per unit of surface. In 
spite of limited means of action, though these increase 
very rapidly, we have in certain crops an increase in pro- 
duction equal to 30-40 and more per cent. Thus during 
the years 1907-11 the average yield per — for corn 
was 995 kgs., and in 1930-34 1,155 kgs.; sugarbeet rose 
from 15, 897 to 17,793 kgs.; hay from I on = 2,419. 

As far as the value of production i is concerned, it does 
not show so important an increase as quantity. This is 
due to the fall in the prices of agricultural products. 


| 


| 


ti 


T 


W 
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Quantity in production is shown in the next table. 


Cultures 


Average annual pro- 
duction in tons 


1907-1911 


Cereals. ~» |2,235,746-0 


Industrial pl: ints .. 
Leguminous plants 
Potatoes 

Melons 

Vegetables 
Fodder-plants 
Vineyards 

Orchards 

Mulberry trees 





Quantity and 
table :— 
Kinds ol eoods 


Cereals, 
plants 
products pa 

Fruit, vegetables, 
seeds, fodder-plants 

Tobacco, manufactur- 


leguminous 
and their 


ed products, wal- 
nuts, almonds and 
products a 
Fat, vegetable oils, 


wax and products. . 
Attar of roses 
Uncured and 

cured hides 
Animals, animal pro- 

ducts for food 


semi- 


The most important markets 
cent. 


which consumes 


190,405 “2 
37:755°9 


5,024°0 


value are 


1930-1934 


illustrated in 


Average annual 
export in tons 


1907-IQLI 


617,71 


J 


12,010 


47°0 per 


1932-1930 


} 


255,940 


7 


in 
of 


Ig30 are 
the 


Average annual 


value 


in thousands of leva 


1907-1911 


O,¢ 154,546 
263,607 
330 EO 


the 


I )3¢ ) 


1934 


,054,050 
1,175,977 
273,218 


116,007 


7%, 250 
2106 33 


= 


931,290 
I,020,57 3 
169,904 

10,137 


following 


Average annual 
value in thousands 
of leva 


Ig07-19II 


340,020 


07,050 


45,990 


205 
146,491 
102,902 


? 20)? 
301 1,39< 


W ‘hole 


77 > 
1932-1930 


423,2 


131,495 


623,140 


Germany, 


export, 
ae 
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England 11-6 per cent., Belgium and Poland 3:7 per cent. 
each and Italy 3-6 per cent. 

The Bulgarian Agricultural and Co-operative Bank 
is the central credit institute for Bulgarian agriculture. 
For the distribution of credit the bank uses the co- 
operative societies of the country, both rural and urban, 
regardless of their credit, consuming or productive 
character. The bank uses its own resources as well as 
others obtained from outside to a total of more than 
10,000,000,000 leva, of which 1,448,741,000 leva is its 
own capital plus deposits. Its credit and economic 
activities were represented in 1937 by a total amount 
of 115,000,000,000 leva. Of the 3,131,006,000 leva 
granted in 1937 to farmers and artisans 2,331,860,000 
leva were given by the co-operative societies. In the 
same year the bank gave credits to 1,793 co-operative 
societies, which possessed a capital of leva 621,745,000 and 
funds of 383,730,000 leva. These utilized 1,692,994,000 
leva from the bank. 

The crisis through which Bulgarian agriculture has 
passed since 1930, as a consequence of the world economic 
crisis, gave the State a very difficult problem, namely, 
that of the liabilities of farmers, which exceeded 
10,000,000,000 leva. For this purpose a law was passed, 
the object of which was to help debtors and to strengthen 
credit. All debtors, having proved to the courts the 
origin of their debts and their inability to pay, 
owing to existing economic conditions, obtained allevia- 
tion in the form of a percentage reduction on the entire 
debt, prolongation of payment and reduction in the rate 
of interest. 

Another means used by the State to assist the 
agricultural population during the crisis was the raising 
of the prices of certain important agricultural products, 
such as corn, rye, etc. The Government established an 
institute for purchase and export of cereals, leaving the 
Agricultural and Co-operative Bank in charge of its 
finances. 
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The Foreign Trade of Bulgaria 
By Dr. George Kanazirsky 


Director of the Export Institute 


HREE factors are decisive in the movement of 

Bulgaria’s foreign trade: (1) The agricultural and 

cattle-breeding character of Bulgarian economy; 

(2) the transformation actually taking place in Bulgarian 

production and (3) the necessity of securing a favourable 
trade balance. 


About 75 per cent. of the active population in 
Bulgaria lives on the land. Approximately 97 per cent. 
of the goods exported are agricultural products, while 
70 per cent. of imports are industrial goods, i.e. manufac- 
tured and semi-manufactured, the balance being raw 
materials. Consequently, Bulgaria sends her goods 
mainly to industrial countries which lack agricultural 
products and possess a surplus of industrial goods. The 
purchasing power of the population and the possibility 
of importing foreign goods therefore vary considerably. 
With a satisfactory crop, the consuming power of the 
population increases immediately, whereas with a bad one 
it visibly becomes smaller. 


With regard to goods for export, the transformation 
of Bulgarian production takes the form of an increase in 
the production of tobacco, fruit, oleaginous and industrial 
plants and animal products, instead of cereals and fodder, 
which, a few years ago, occupied an important place in 
her exports. This development of zntensively worked 
production is due to the drop in value of cereals owing to 
overseas competition and to an excess of manual labour 
through the increased density of the population (in 1936, 
II0 peasants to I sq. kilometre cultivatable land). As 
to imports, the transformation is seen in the development 
of certain industries using to a great degree native raw 
materials, such as the woollen and cotton textile in- 
dustries, vegetable oil, leather and other industries. At 
the same time some other new plants that are now being 
cultivated, such as cotton, sunflower seed, etc., have an 
influence on the import of goods from abroad. 
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The goods that can be exported from Bulgaria have 
thus become more varied in nature, while the variety 
of foreign imports has been considerably reduced. 

The lack of other sources of foreign exchange apart 
from the national export trade obliges Bulgaria to search 
for credit balances accruing from her foreign trade 
with which to cover her need for foreign exchange 
in order to effect transfers on account of her Foreign 
Debt, as well as for representation and other expenditure 
abroad. Increase in foreign trade is attained mainly 
by stimulating exports with special measures on the 
part of the State to encourage and organize the export 
trade. 

During the last five years Bulgarian foreign trade 
has developed as follows :— 


BULGARIAN FOREIGN TRADE 





Exports | 
| Balance 


Imports 





Year | | | millions 
Thousands; Milliards | Thousands} Milliards of leva 

| i 
oftons | ofleva | oftons | of leva 


| 


I9Q34 +s | : 396 z 300 
1935 o as 327 ° 200 
Ig30 | 569 Soo 
1937 os 325 4° 057 100 
1g39 3 | 500 <4 L 600 














The following table shows the import of the more 
important kinds of goods during the last five years from 
1934 to 1935 :— 





In thousands of leva 





1934 1935 | 1936 





Metal goods | 388,719 | 597,179 59,475 |1,115,733 |1,146,204 
. Machinery... | 244,437 | 581,456 | 523,788 |1,302,157 |1,127,179 
. Textile mat- | 

erials a 750,553 | 703.1: 28,85 0,43 969,551 
4. Wagons, au- 

tomobiles, 


etc, «x | “ROstes 225,709 
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In thousands of leva—continued 


1935 1936 1937 1935 


5. Mineral Oils, | 

etc. Ss 7,2 110,054 | III,149 | 184,547 | 195,590 
Chemical 
products .. 8,10 130,712 435 182,634 | 194,978 
Skins and 

leather goods 68,227 | 103,57 186,743 | 155,285 
Paint, var- 

nishes and 

tanning 

materials .. 7,403 | 108,090 72 143,940 
Paper and 

paper mat- 

erials 54 oI, 8,753 3,3 132,676 | 113,193 
Medical sup- 

plies sa 65,7: 07, 7,4: 78,917 | 101,843 
Sulphate of 

Copper, etc. 46,556 51,704 39;979 75,149 
Sundry goods | 309, 271,811 | 291,117 | 341,465 


Total .. ; ,232 |3,008,954 |3,181,068 |4,985,914 |4,934,193 





The following table shows the development of the 
export of the more important kinds of goods during the 
past five years in thousands of leva :— 


1934 1935 1930 1937 


E. Tobac co .. | 981,482 |1,384,123 |1,263,31I {1,009,721 |2,363,933 
Grapes a 139,795 | 245,450 | 190,931 | 233,324 | 553,760 
Eggs .. | 341,388 | 401,359 | 465,559 | 430,106 | 436,623 
Wheat ee 51,811 61,363 | 331,318 | 653,846 | 360,657 
Maize ~« | FBS B32 7,971 | 153,280 | 174,737 | 150,873 
Dried plums 39,589 | 104,700 | 61,837 | 39,833 | 132,524 
Live pigs .. 2,603 | 1,971 34,3905 | 84,679 | 125,951 
Slaughtered | 
poultry .. 79,741 97,270 5,70: 151,558 | 103,997 
Sunflower- 
cake . 44,888 50,807 | 47,129 | 89,943 | 96,867 
Pork 276 2,116 66,145 | 50,844 85,372 
Strawberry | | 

pulp si - — ae | 84,372 
Raw Hides.. | 119,498 | 105,690 ,306 | 77,726 
13. Sundry goods | 845,308 | 791,070 1,005,263 


to 


N Gui hb W 


o 








- (2,534,630 13,253,284 |3,910,382 |5,019,499 {5,578,341 


Total - 
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The increase in the export of tobacco, grapes, dried 
plums, live and slaughtered pigs, sunflower-cake and 
strawberry pulp, is worthy of note. 

Finally figures to show the share of foreign countries 
in the foreign trade :-— 


(Per cent. of total value.) 





Imports Exports 





Country eases pkineaiaaie 


| | 


} | 
1935 | 1936} 1937 | 1938 | 1934 | 1935} 1930! 1937, 1938 





5 
o 


Austria .. on | ae | Ges 
Great Britain 7 
Belgium 

Germany 

Greece 

Denmark 

Spain 

Italy 

Roumania oe 

United States .. 

Turkey .. : 
Hungary re ° “3 *6 | 
France .. . . 
Holland I 
Czechoslovakia 3° 
Jugoslavia : ) 
Switzerland .. BS 
Other countries $°O 


Dt me OO my oe 
Ot WwW 


ms 
OW 
~NWNHU RN CO 


Leen, i ie ie a ee eos ee ee) mw 
Oe 


ons) 


> 


> 
) 
7 
-s | 
I 
I 


> Cn 
-OoOn 





| 100 | 100 | 100 | | 100 | 100 | 100 | 
| | | | j | 





BRITISH AND BULGARIAN COMMERCE 

From 1879 to 1908, trade with Great Britain occupied 
an important place in Bulgaria’s foreign trade. Imports 
from Great Britain varied from £1,300,000 to £1,500,000 
yearly, representing from 20 per cent. to 23 per cent. of 
the total imports of the country, while exports moved 
between {1,100,000 and £1,700,000 a year, i.e. 18 per 
cent. to 25 per cent. of the total exports. During this 
period Britain held the second place in Bulgaria’s foreign 
trade, the first being held by Austria-Hungary. Bulgaria 
chie fly imported from Britain textiles, coal, general goods, 
metals, agricultural and other machinery, chemicals, etc. 
Britain purchased wheat, fodder, colza, attar of roses, 
raw silk, tobacco, etc. 

The w ars of 1912-1918 brought about great changes 
in Bulgaria’s foreign trade, and seriously affected trade 
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with Britain. While British exports to Bulgaria showed 
some tendency to maintain their pre-war position, 
Bulgarian exports to Britain fluctuated considerably. 
During this period British participation in Bulgarian 
imports varied from £300,000 to £2,000,000, repre- 
senting 4-7 per cent. to 13-1 per cent. of the imports, 
while exports to Britain moved between {£30,000 and 
£1,400,000 annually, i.e. 0-7 per cent. and 13-8 per cent. 
of the total export. This difference in the figures for 
exports to Britain is due to the fact that those exports 
consisted to a great degree of wheat and fodder, which 
have played only a minor part in Bulgarian exports since 
the wars. Exportable surpluses depend to a very great 
extent on the crops and consequently the possibility of 
larger exports to Great Britain are closely connected 
with good harvests. 

During the whole post-war period from 1920 to 1934, 
Bulgarian-British trade has been marked by an _ un- 
favourable balance, sometimes large, sometimes small, 
for Bulgaria. This adverse balance varied from £250,000 
in 1934 to £2,500,000 in 1925. From 1935 to 1937 
British-Bulgarian trade closed with a total balance in 
favour of Bulgaria of £785,000. But during 1938 the 
balance became again unfavourable for Bulgaria. For 
the first eleven months imports from Britain amounted 
to about £785,000, representing 7:3 per cent. of total 
imports, while exports for the whole of 1938 amount to 
£656,000, being equal to 4-8 per cent. of the total exports. 

The more important articles which Bulgaria imports 
from Britain are general goods, chemicals, tanning 
extracts, vegetable oils, tin, lead, copper, tinplates, salted 
and dried hides, wool, cotton, woollen and cotton yarns, 
rubber, machinery, etc., while Britain imports cereals, 
oilseeds, fodder, bran, colza, slaughtered poultry, straw- 
berry pulp, fresh grapes, tobacco, tomato sauce, peeled 
tomatoes, attar of roses, peppermint oil, lard, bacon, 
eggs, aniseed, etc. 

The diversity of goods exported from Bulgaria makes 
a considerable increase of exports to Britain possible, 
and, consequently, the British market is of great interest 
to Bulgarian agricultural producers. It is true that some 
goods have only a limited sale owing to the small quotas 
for them granted to Bulgaria, this applying principally 
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to bacon and preserved meat and ham. There are no 
quota limitations for many other articles, and their sale 
in Great Britain will depend to a great extent on the 
efforts made by both sides to increase trade. Such is the 
case of grapes, strawberry pulp, tomato sauce, pepper- 
mint oil, lard, etc. 

In conclusion, the necessity of increasing exports of 
Bulgarian goods to Britain must be particularly empha- 
sized because only thus can the regular payment for 
British goods imported be maintained. 


Bulgarian Industry 
By Dr. K. Bobtcheff 


Director of Commerce and Industry 


NDUSTRY in Bulgaria in the proper sense of the 
I word begins after the Liberation of the country in 
1878. There are four periods in the industrial de- 
velopment of Bulgaria, from the Liberation to 1804, 
from 1895 to the wars of 1912-1918, from 1919 to the 
economic crisis in 1930 and finally from 1931 onwards. 
During the first period, conditions for creating and 
developing local industry were very unfavourable. In 
spite of that, after sixteen years of independent political 
existence, in 1894 there were about fifty industrial under- 
takings working for the greater part with local capital. 
Nearly all of them, of course, produced exclusively for 
consumption and consequently used local raw materials. 
The year 1894 began a new era not only for industry 
and industrial policy but also for the State and its 
economic life. In that year political calm returned to 
the country and confidence in it was restored abroad, 
thus permitting the Government to devote greater atten- 
tion to internal economic development. Early in 1895 
the first Bulgarian law for the encouragement of local 
industry was passed. As in Hungary and Roumania, 
industry was helped by means of privileges, e.g. import 
duty-free of raw materials and machinery, reduced 
transport rates on the State railways, reduced taxation, 
concessions, grants of land and material, preference for 
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Government orders, etc. Then began a period of 
intensified economic and industrial construction which 
lasted till 1912, when there were about 400 industrial 
undertakings. 

Bulgaria came out of the wars of 1912-1918 with a 
loss of territory, impoverished and discouraged. An era 
of political uncertainty began, yet industrialization went 
on. The protection policy of the country was intensified 
to such an extent that up to 1926 import of a whole series 
of articles was prohibited. Local industry continued to 
be encouraged. By 1930, on the eve of the great eco- 
nomic crisis, there were about 1,200 industrial under- 
takings. 

From 1930, Bulgarian industry faced unfavourable 
conditions brought about by the economic crisis in the 
form of reduced local consumption of industrial pro- 
ducts, increased fiscal and social burdens, restriction, 
and finally, in 1936, abolition of privileges. On the other 
hand, exchange restrictions greatly hindered the import 
of foreign industrial products. Statistics are still lacking 
for this phase. 

As has been already pointed out, production of com- 
modities destined for consumption exceeds all other 
types. In 1936, that production amounted in value to 
80 per cent. of the total production of all industries en- 
couraged by the State besides the tobacco industry. 
Naturally, the most developed industries are those using 
native raw materials, i.e. those for food and drink. Such 
are flour-milling, rice-shelling, sugar and sugar products, 
vegetable oils, canned goods, tobacco products, alcohol 
and beer. All these industries fully meet the demands of 
local consumption, while several of them such as the 
flour-milling, rice, vegetable oil (especially sunflower oil), 
and canning industries are capable of exporting. 

Other branches of industry are much less developed. 
This applies above all to the metal industry, which has 
to import metals. It is true that deposits are to be found 
in the country of various ores such as copper, iron, lead, 
but owing to lack of capital and insufficient prospecting 
they are either untouched or worked solely for export. 
However, there are some branches of the metal industry 
such as those for the manufacture of nails, nuts and bolts, 
iron-casting, and iron construction, which are well 
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developed and meet the bulk of the home demand. The 
manufacture of machinery, notwithstanding a certain 
amount of success recently, can only satisfy the simplest 
demands, all complicated and delicate machinery, instru- 
ments and apparatus being imported. 

The earthenware and pottery industries are probably 
the best developed, manufacturing bricks, tiles and 
cement, which fully meets the home demand. After 
that comes the glass industry, which can supply every- 
thing except special better-quality articles. 

The timber industry cannot satisfy all the demands 
for construction material, not because there is not 
enough of it in the country, but because the exploitation 
of the forests, the majority of which belong to the State 
or the municipalities, is not yet properly organized. The 
manufacture of other wood goods is better developed, 
particularly furniture and veneers. 

The chemical industry is poorly developed except for 
the attar of roses industry, which works almost entirely 
for export and has almost a monopoly. During recent 
years, however, this has been going through a serious 
crisis owing to difficulties of selling its product abroad. 

Exact statistical information as to the number of 
persons engaged in industry is lacking, as statistics have 
only been kept for industries encouraged by the State. 
It can be approximately calculated, however, that about 
70,000 persons are employed in industry, and if the 
workers in tobacco warehouses (25,000 to 30,000) are 
added, it can be said that the active industrial popula- 
tion in the country exceeds 100,000. That only repre- 
sents about 3 per cent. of the working population and 
shows how small the quantitative importance of industry 
actually is in the general economic life.* The total 
annual value of industrial production amounts to about 
seven milliard leva, to which, however, the newly- 
created industries only contribute three milliard leva, 
i.e. 6 to 8 per cent. of the total national income. 

All this shows how backward Bulgaria is in her in- 
dustrialization in comparison, not only with industrial 

* Because of the big part play ed by women in Bulgarian 
igriculture, the percentage of the active working population in 
3ulgaria in comparison with that of other countries is extraordinarily 
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countries, but also with agricultural ones such as Poland 
and Hungary, where, for instance, nearly 15 per cent. 
of the national income is derived from industry. When 
mention is made of success in industrialization, it should 
therefore be borne’ in mind that the comparison is not 
between Bulgaria and other countries but between her 
situation now and that of twenty-five or even ten years 
ago. 





Bulgaria’s Mineral Wealth 
By Dragomir Marinoff 


Head of the Mines, Quarries and Mineral Springs Depariment at the 
Ministry of Commerce, Industry and Labour 


c “NHE mineral riches of Bulgaria are coal, ores and 


rock salt. The anthracite coal deposits north of 
Sofia, in the Iskar Gorge, near Svogué, are of 
carbonaceous formation. The composition of the anthra- 
cite is as follows: volatile substances, 3 per cent.; volatile 
sulphur, 0.6 per cent.; ash, Io to 30 per cent.; humidity, 
3 to 6 per cent.; heating capacity, 5,000 to 8,000 calories. 

The area in 1937 produced 2,462 tons of coal. The 
coal of the deposits in the Western Balkans, at Vrashka 
Tchouka, on the Jugoslav frontier, contains 4 to 12 per 
cent. ash, 1 to 2 per cent. volatile sulphur and 9 to 16 per 
cent. volatile substances. Its heating capacity varies 
between 7,200 to 8,200 calories. Production in 1937 
amounted to 3,724 tons. 

The coal from the Balkan area between Gabrovo and 
Sliven contains 10 to 25 per cent. ash, 1 to 3 per cent. 
volatile sulphur, 1 to 5 per cent. humidity and a heating 
capacity of 5,500 to 8,000 calories. Production in 1937 
amounted to 174,670 tons, together with 4,504 tons of 
coke. 

Coal of tertiary formation is to be found in: (1) the 
Pernik Coalfield, which is reserved to the State. Produc- 
tion in 1937 amounted to 1,390,375 tons. ‘The coal con- 
tains about 12 per cent. humidity, up to 25 per cent. ash, 
and has a heating capacity of 6,200 calories. (2) The 
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Bobovdol Coalfield (also reserved for the State).—Pro- 
duction in 1937 was 90,278 tons. The coal contains 
about 13 per cent. humidity, up to 15 per cent. ash, about 
1.5 per cent. volatile sulphur and a heating capacity of 
5,000 to 6,500 calories. (3) The Mantza Coalfield—Pro- 
duction in 1937 amounted to 73,542 tons. The coal 
contains about 30 per cent. humidity, 10 to 15 per cent. 
ash, volatile sulphur up to 1.5 per cent., and a heating 
capacity of 2,500 to 3,500 calories. (4) The Black Sea 
Coalfield—The coal (tout venant) contains humidity up 
to 18 per cent., ash up to 15 per cent., and volatile sub- 
stances up to 50 per cent., volatile sulphur up to 2.5 per 
cent. and a heating capacity of 4,800 to 5,500 calories. 
Production in 1937 amounted to 100,501 tons. (5) The 
Pirin Coalfield—The coal contains up to 12 per cent. 
humidity, about 12 per cent. ash, volatile substances up 
to 38 per cent., volatile sulphur up to 2 per cent., and a 
heating capacity of 5,000 to 6,000 calories. Production 
in 1937 amounted to 59,623 tons. (6) The Lom Coal- 
field—The greater part of this coalfield (area 300,000 
hectares) is reserved to the State. (7) The Tcham-Déré 
Coalfield—One concession with an area of 375 hectares 
has been granted. Production in 1937 was 11,308 tons. 
Its coal is similar to that of Pernik. There are also a 
few other smaller ones of local importance only, whose 
production in 1937 amounted to 6,556 tons. 

The production of coal according to types, was in 
1937 as follows :— 


(1) Lignite iis a -«  4£,732,363 tons 
(2) Rlack Coal .. = 7 118,394 _,, 
(3) Anthracite “ - “ 2,462 ,, 


Total Ss se .. 1,853,039 ,, 


At present, the production of coal is only enough to 
meet the internal needs of the country. On January 1, 
1938, for all kinds of coal in the country, there was a 
total area of 1,239,300 hectares, of which 1,032,228 hec- 
tares is reserved to the State. 

Ores.—Up to October, 1938, concessions for the ex- 
ploitation of ores had been granted as follows: copper, 6 
concessions with 2,093 hectares; copper and lead, 4 con- 
cessions with 1,940 hectares; lead, 2 concessions with 
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571 hectares; antimony, 1 concession with 375 hectares; 
silver, I concession with 400 hectares; lead-zinc and 
copper, II concessions with 17,792 hectares; zinc, I con- 
cession with 600 hectares; gold, 4 concessions with 1,758 
hectares; manganese, 3 concessions with 1,256 hectares; 
iron, 4 concessions with 1,531 hectares; talcum, 2 con- 
cessions with 150 hectares; aluminium and porcelain 
clay (kaolin), 3 concessions with 1,329 hectares. Notwith- 
standing all the prospects they give, the mineral deposits 
in the country have, however, been poorly prospected up 
to the present through lack of capital and suitable com- 
munications and means of transport. 

Rock Salt—Seven State concessions with a total 
surface of 3,753 hectares have been granted in the Pro- 
vadia district. They are being prospected by the State. 
Deposits in slab form, 800 metres broad by 400 metres 
wide and 400 metres thick, have been found with an 
approximate tonnage of 254,000,000 tons. The salt, how- 
ever, is not pure. It is to be found in layers mixed, 
sometimes more, sometimes less, with clay shale. A 
private concession has also been granted. This works 
several saline springs with the object of obtaining salt, 
and in 1937 9,750 tons were produced. 

Oil.—Nec concessions have been granted for oil, but 
permits have been issued for a total area of 729,228 
hectares, of which 689,669 hectares have been kept by 
the State. These are mainly in the Lom, Varna and 
Eastern Balkan districts. 

The State has taken a whole series of measures this 
year to give a further impetus to mining. On the one 
hand, it proposes to apply the Mining Act so as to ex- 
ploit the concessions in a more satisfactory manner, and 
on the other, together with the assistance given to pros- 
pectors, it will itself take measures for the working of the 
State properties. It is at present prospecting the coal 
deposits in the Lom district, the rock salt near Provadia, 
the lead deposits at Lakavitza, near Plovdiv, and the 
Inanganese deposits at Pojarevo, near Sofia. More 
serious attempts are being made to discover oil. These 
will be made with the help of five bores, of which two 
can reach 1,000 and 2,000 metres respectively. 
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Tourism in Bulgaria 
By Joseph Petkoff 


Head of the Economic Department of the Bulgarian State Railways. 


HE chief attraction to the holidaymaker in 
Bulgaria is its mountains. Mountaineering 
became popular among the Bulgars towards the 

end of the last century. After 1918 and the peace 
settlement two organizations, the Bulgarian Tourist 
Association and the Young Tourists’ Association, helped 
to develop love of nature and the desire to travel in 
Bulgaria. With the building of huts and shelters in the 
mountains, and small hotels near towns, they have made 
things easier for the traveller and have contributed in 
no small degree to increase the number of tourists. 


Tourism, however, in the true sense of the word, 
viewed as a source of national income, began to be 
thought of only in 1928. The State Railways, being 
directly interested, were the first to realize the need of 
it and began the task of creating conditions for a tourist 
development. They prepared the first guide to Bulgaria 
in foreign languages and issued propaganda literature 
to acquaint people in the country and abroad who were 
interested in travel with places of interest for tourists, 
and health resorts. 


Travel conditions by rail and other means, and 
means of transport generally, were improved, hotels and 
restaurants were raised to a higher standard and summer 
and health resorts and places of historical interest were 
organized and advertised. These activities were 
systematized by the regulations approved by the 
Council of Ministers on September 22, 1932, which 
provided for a permanent commission at the Railway 


Administration. 
The municipalities which possessed places of interest 


for tourists, historical places, seaside and summer resorts 
and mineral baths, began to work almost simultaneously 
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with the railways for the improvement of conditions for 
tourists staying in their localities. Some of them, 
especially Varna, achieved considerable results. The 
State also began to display greater interest in the tourist 
question and in the 1938 Budget inaugurated at the Head 
Office of Railways and Harbours a special tourist 
service, the task of which was to co-ordinate the activities 
of all the organizations and institutions concerned. The 
passing of a new special law which is now being drafted 
will regulate the Office’s activities. 


Within a year of the organizing of tourism in the 
country and the beginning of propaganda, the economic 
results began to be felt. The number of visitors to 
seaside places, summer gesorts and historical places 
began to increase, as also that of those travelling by rail 
or car. The local inhabitants began to make profit from 
visitors and the municipalities concerned were 
stimulated to further planning and improvement of 
conditions. This again increased the number of tourists 
and the increase has been steady. Statistics (from 1935 
onwards) which refer only to those visitors who have 
made a stay of more than a week in one place are 
illuminating. The figures include both Bulgarian 
tourists and visitors from abroad. 


Year Number of visitors 
having stayed more 
than one week 


1935 7 as as .. ee 153,920 
1936 7 = 7 ip e 152,714 
1937 - os . en 177:977 


1938 ro or As - Me 210,483 


The drop in 1936 was due to a slight drought during 
that year, which was still a crisis year for Bulgaria. 


The table overleaf gives figures by countries, and 
the visitors staying more than a week are divided up 
into summer holidaymakers (A) and tourists (B), the 
latter comprising mountaineers and sightseers generally. 
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Country 
of origin 


\ustria .. |I*3! *049 473 
Germany ‘ IQ2 241 
Poland .. g2I 3506 
Hungary 8: 434 1g2 
Roumania |I+19g5 -I06 | 106 
( zecho- 
Slovakia B° 51! h *945 ‘O45 
Jugo- 
slavia § 320 45 SSS 
Others .. 595 | 850 546 635 
lotals 7° 300 |2°055 (6°235 |3°939 
> 9°445 10°177 


The decrease in 1937 was due to the Paris Exhibition, 


which attracted a large number of visitors from 
Bulgaria. The profit from the tourists mentioned in the 
table above may be seen by some figures of money paid 
by them for travel, food, lodgings, purchase of souvenirs, 
etc. 


Yea Amount in leva 
1935 -. a as hs a 64,000,000, 
19360 Ss i di ‘ org 58,000,000,— 
1937 is a ee as Pe 42,000,000,— 
1939 re ay rr e rae 07,000,000, - 
When one considers the natural advantages of 
Bulgaria, it should be possible within a short period to 
create better conditions at the more important health 
resorts by improving existing hotels and building new 
ones, by opening new restaurants and places of amuse- 
ment; and the receipts of the State would undoubtedly 
be increased within a short period by 400,000 leva. 








